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FRIDAY, MAY 17, 1957 


Untrep Srares SENATE, 
SUBCOMMITTEE ON ANTITRUST AND MONOPOLY 
OF THE COMMITTEE ON THE JUDICIARY, 
Washington, D. C. 

The subcommittee met, pursuant to notice, at 10:05 a. m., in room 
318, Senate Office Building, Senator Estes Kefauver presiding. 

Present : Senators Kefauver (chairman) and O’Mahoney. 

Also present: Senator Murray and Senator Carroll. 

Also present: Philip Layton and George Clifford, attorneys; Ray 
Cole, investigator; Carlile Bolton-Smith, counsel to Senator Wiley; 
and Peter Chumbris, counsel for the minority. 

Senator Krrauver. The committee will come to order. 

Senator O’Mahoney will be here shortly. Senator Wiley is at the 
Foreign Relations Committee. 

We are happy to have with us, sitting in the hearings at our invi- 
tation, the chairman of the Interior Committee, Senator Murray, 
from Montana. Senator Murray has an interest in the subject of this 
hearing and we hope that he and any other members of his committee 
will sit with us and participate in this hearing. 

The subcommittee, after receiving many requests, is beginning today 
a series of hearings on the Government’s policy of granting rapid 
tax-amortization certificates in industries which have a guaranteed 
income. 

The subcommittee will also attempt to determine whether the posi- 
tion of small competitive business is being prejudiced by the rapid 
amortization program. This is especially pertinent in view of the 
statement recently made by Mr. Edwin L. Covey, Chief of the Federal 
Courts, Bankruptcy Division, who increased his “present estimate” 
of the number of bankruptcies anticipated during the year. Mr. 
Covey estimates that the number of cases filed during the 12 months 
ending next June 30 will reach a record high. He estimates that 
there will be 72,000 bankruptcies. 

It is our intention to try to determine from these hearings to what 
extent, if any, tax writeoffs are being used as a Government subsidy 
to create monopoly control and undue concentration in the field of 
electric power. This matter came to public attention with the ap- 
proval by the Director of the Office of Defense Mobilization of rapid 
tax-amortization certificates for two of the Idaho Power Co.’s licensed 
hydroelectric projects in the Hells Canyon reach of the Snake River. 
Soon after these certificates were issued, I was requested by representa- 
tives of farmers, cooperative, and public power groups, and scores 
of citizens to conduct an immediate investigation into the tax write- 
offs issued to this company. 

1 
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Based upon the allegation received and a study of the data already 
at hand respecting the issuance of licenses to the Idaho Power Co. 
and the tax writeoff certificates issued in connection therewith, it is 
strongly indicated that it would be in the interest of the taxpayer and 
within the subcommittee’s lawful function of dealing with matters 
affecting monopoly in any form, to go into these allegations thor- 
oughly. 

Revelations by the § -and I have had 
several discussions with Senator By rd, the chairman of that commit- 
tee—have already exposed the irrefutable fact that the quick tax write- 
off is nothing less than a form of subsidy to special groups of indus- 
tries which is not available to taxpayers at large. This conclusion is 
adequately supported by the testimony of Treasury Secretary George 
M. Humphrey, before the Senate Finance Committee on S. 1795, on 
Tuesday May 7, 1957. Mr. Humphrey had this to say about the num- 
ber of certificates issued under this program: 





From November 1950 to March 20, 1957, almost 22,000 certificates were issued 
under the 5-year amortization program. The total cost of these projects was 
almost $39 billion. Almost $23 billion, or about 60 percent was made eligible for 
the 5-year writeoff. 

Mr. Humphrey had this to say concerning the cost to the Govern- 
ment of this program: 

The revenue lag from certificates issued through 1956 probably exceeds $5 
billion during these early years which will be recovered in the years after 1960. 
But the interest cost to the Government over the entire period of lag in tax col- 
lections will be roughly $3 billion. 

In particular, I am in agreement with Senator Byrd, who has 
pointed out that it appears indefensible that the private electric 
utilities, which are already recognized as monopolies and guaranteed 
a rate of return under regulations by the various States, have been in- 
cluded in this rapid tax-amortization program. 

A study of the circumstances surrounding the licensing by the 
Federal Power Commission of the two hydroelectric projects in Hells 
Canyon reveals that both the Idaho Power Co. and the Federal Power 
Commission have claimed that the Idaho Power Co. will build its 
projects at no cost to the United States Government, which means 
the American taxpayer. This is one of the matters we will want to 
learn about in this hearing. We will want to find out how much of a 
loss there has been to the Government, if any, and how much of a 
benefit there has been, if any, to Idaho Power Co. 

The subcommittee will also attempt to determine whether the posi- 
tion of competitors is being prejudiced by this subsidation granted to 
the Idaho Power Co. C ertainly the way a river is harnessed will have 
a great influence on the agricultural and economic development of 
adjacent States. 

We have received a number of complaints that a large number of 
tax amortization certificates have been issued to large business to the 
prejudice of small business generally. Small business has not been 
receiving its just share, they claim. This is of special interest to 
the subcommittee and we will welcome full information on the sub- 
ject. 

The subcommittee wants to hear all sides of this matter. We will 
this morning hear from representatives of the National Rural Elec- 
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tric Cooperative Association, the American Public Power Associa- 
tion, the Northwest Public Power Association, and the National 
Farmers Union. After this testimony we will subsequently hear 
from the Director of the Office of Defense Mobilization, the Secre- 
tary of the Interior and the Chairman of the Federal Power Com- 
mission, together with subordinate officials of these agencies. 

We also expect to hear representatives of small businesses as well 
as representatives of the Idaho Power Co. 

(Senator Murray’s statement appears at this point :) 


STATEMENT BY SENATOR JAMES MURRAY OF MONTANA AT THE OPENING OF 
JUDICIARY SUBCOMMITTEE HEARINGS ON ACCELERATED AMORTIZATION 


Senator Kefauver, I first want to express my appreciation of your letter 
notifying me of these hearings and inviting me to participate as chairman of 
the Interior and Insular Affairs Committee. Our committee as all you know has 
jurisdiction over the Bureau of Reclamation, which is the marketing agency for 
Federal power, and over the Bonneville Power Administration which markets 
power in the Columbia Basin area. The committee recently reported favorably 
a bill to authorize a high Hells Canyon Dam. The Idaho Power Co. has 
asserted that it would develop the Hells Canyon reach of the Middle Snake 
River without any expense to taxpayers. Now they have obtained a tax con- 
cession greater than the cost of their three little dams. This reinforces the 
wisdom of our decision that the United States should build the high dam, 

An investigation such as you are now undertaking is highly essential at this 
time. Public attention must be directed to the use of the accelerated amortiza- 
tion device for the purpose of subsidizing the power monopoly, thereby strength- 
ening its efforts to wipe out public and cooperative distribution systems. 

It is a widely recognized fact that regulation of utilities has failed. This is 
not entirely due to the betrayal of the public interest by public utility com- 
missioners. A large share of the failure is due to the fact that the commis- 
sions have only passive powers. They cannot require management to adopt 
progressive ratemaking policies or management practices. The commissions 
have only the power to approve or disapprove actions of the management after 
the actions have been taken. 

When the Tennessee Valley Authority was under consideration, reactionary 
power company executives predicted that the power potential of the river could 
not be used for 100 years. The same private company officials said that Bonne- 
ville Power Administration would have no customers but jackrabbits and that 
the Rural Electrification Administration was not needed, that it was a social 
reform, not economically justifiable. 

No regulatory body could require the private power managers to adopt an 
enlightened view and undertake these works themselves. The Federal Gov- 
ernment was compelled to undertake this development. The Federal power 
program, ‘Tennessee Valley Authority, REA cooperatives, and a few municipal 
electric systems have consequently become yardsticks against which the effi- 
ciency and rates of private operations can be measured. 

The power trust is determined to be rid of them. It is spending millions of 
dollars on untruthful advertising which claims that public power projects are 
socialistic, that the Federal power projects are not self-supporting, and that the 
taxpayers generally are subsidizing a few power consumers. 

At the same time the companies are attempting to capture and clutter up 
hydroelectric power sites where Federal developments might occur, as at Hells 
Canyon, If they can prevent the construction of new Federal generating facili- 
ties it will weaken public yardstick projects and soften them up for a take 
over by the private companies later on. 

In my judgment it is shocking when the administrative branch of the United 
States Government subsidizes power companies with hundreds of millions of 
dollars’ worth of tax amortization certificates, to help those private companies 
in their crusade for complete monopoly and the destruction of the public power 
yardstick. 

It is shocking when an administration in a Government with antimonopoly 


laws and antimonopoly policy uses its powers to subsidize monopoly of any 
kind. 
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Your subcommittee will perform a great service in investigating the misuse of 
accelerated amortization in the power field and particularly if you look care- 
fully into the Hells Canyon-Idaho Power Co. case. 

It is a privilege, Senator Kefauver, to sit with you and I shall avail myself 
of the opportunity to do so whenever my schedule permits. 

I am sure that the job will be well done. The chairman of this subcommittee 
is one of the most able investigators and one of the most distinguished United 
States Senators with whom it has been my privilege to serve. He has already 
performed outstanding public service through his crime investigation, his study 
of juvenile delinquency, and his exposure of the indefensible Dixon-Yates deal 
which was arranged right at the White House. 

Senator Keravuver. Before calling our scheduled witnesses this 
morning, as is our general policy of this and other committees, Sena- 
tors and Members of Congress whenever they appear, will have an 
opportunity of being heard first. I see Senator Morse is here, as well 
as Congressman Ullman from Oregon, and Congresswoman Gracie 
Pfost from Idaho. Congresswoman Pfost, did you want to testify 
this morning? 

Mrs. Prost. I would like to, Senator, if I may. 

Senator Krerauver. Congressman Ullman? 

Mr. Uttman. I would like to. 

Senator Kerauver. We will be glad to have you sit up here at the 
committee table with us. We will have Senator Morse first. 

Mr. Dixon, counsel of the subcommittee who was going to handle 
this hearing, has had a death in his family and cannot be present 
today. Mr. Philip Layton and Mr. George Clifford, assistant counsels, 
will participate in questioning witnesses. Mr. Peter Chumbris, minor- 
ity counsel will participate, as will Mr. Carlile Bolton-Smith, who is 
counsel to Senator Wiley. Mr. George Arnold, administrative assist- 
ant to Senator Neely, is present, as is Mr. Tom Collins, of the staff 
of the full Judiciary Committee. 

Senator Morse, we are happy to have you here. We will be glad 
to have your statement. 


STATEMENT OF HON. WAYNE MORSE, UNITED STATES SENATOR 
FROM THE STATE OF OREGON 


Senator Morse. Senator Kefauver and Senatory Murray, my con- 
gressional colleagues and members of the staff, if it meets with the 
pleasure of the committee, I would like to read 2 short statements, 
1 my own on this issue and the other for my colleague, Senator Neu- 
berger, who is unfortunately in attendance at another hearing and 
has asked me to read his short statement into the record, if it meets 
with the pleasure of the committee. 

Senator Keravuver. We will be glad to have you do so. I under- 
stand that Senator Neuberger wanted to be here personally but he 
had a previous appointment. 

Senator Morse. Mr. Chairman and members of the committee, these 
hearings should prove to be a great public service. The Finance 
Committee under the leadership of Senator Byrd, has done very valu- 
able work in drawing the attention of Congress and the public to the 
multibillion-dollar subsidy program operated by the Office of Defense 
Mobilization under the guise of accelerating defense-production 
potential. 
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The program has been vast, running into billions of dollars of tax 
favoritism. Even worse, the basic purpose of the law has been disre- 
garded and forgotten by the administrators. 

I want to stress the basic purpose of this law at the outset of these 
hearings, because I think it is a good example of what happens when 
the Congress passes a law for one purpose and then we find it polluted 
and diverted into other purposes. 

The theory of the quick tax writeoff is to provide an incentive for 
business to build plants and facilities which have defense value but 
less or little peacetime usefulness. 

Go back and read the debates in the Congress of the United States 
when this law was first put onto the books. What was the cry of Amer- 
ican business that they had to have this kind of special treatment to 
build war pranies, to build defense facilities, to help the successful pro- 
secution of our defense programs because if we asked them to build 
these plants for war purposes, they would be of little use after the war 
was over. That is the basic original theory of this whole accelerated 
tax amortization scheme and that is prostituted by American big busi- 
ness with the assistance of governmental officials not only in this admin- 
istration but some of this abuse goes back to past administrations, 
but has galloped ahead with stampeding force in the last 4 years as the 
records will disclose them before this committee. 

Since the Korean production crisis has passed, it appears to have 
been the policy of the Office of Defense Mobilization to provide the 
tax benefits of certification for facilities that have full value for 
peacetime purposes, such as a private utility. These private utilities 
are even of greater value now with an expanding economy than they 
were when they were first built and there is no reason at all why the 
American taxpayers should give them a handout, particularly as I 
shall point out later in my statement of the policies already created 
and decreed by the FPC in regard to not being allowed to give the 
ratepayers credit, for example, by the giveaway by the Federal Gov- 
ernment to the private utilities. So I want to stress that, Mr. Chair- 
man, ODM has merely made it more profitable to do what industry 
was going to do in any event. 

Nowhere has this been more clear than in the electric-utility field. 
Electric power is in great demand in every part of the country. In 
areas not touched by the public-power yardstick, price is no object. 
In areas near public power, but in which there is local monopoly, 
prices for power can be very high. 

It is a strange phenomenon indeed for the United States Govern- 
ment which is dedicated to free competitive enterprise to take the tax- 
payers’ substance and hand it over to private electric-utility monopo- 
lies. It is adding substantial insult to injury for the Federal Power 
Commission to hold that the tax subsidy need not be used to lower the 
rate base for consumer prices. 

The poor consumer gets it both ways, right in the neck, Mr. Chair- 
man, We are not even giving the benefit to the consumers of the hand- 
out that the private utility gets when it comes to fixing electric-power 
rates because the Federal Power Commission has already decreed that 
is not necessary. 

Senator Keravuver. Senator Morse, do you mind interruptions? 
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Senator Morse. I will be delighted to have it. 
Senator O’Mahoney joined the hearing.) 
enator Krrauver. Senator O’Mahoney, we took the liberty of 
starting. 

Senator O’Manonery. Good morning, Mr. Witness. 

Senator Morsr. How are you, sir? 

Senator Kerauver. Senator Morse just testified that the benefit that 
came to utilities by way of rapid tax amortization was not considered 
er og: the rate for the consumer. Is that the policy of the 

Senator Morse. The FPC has ruled that the tax subsidy need not 
be used to lower the rate base for consumer prices. 

Senator Keravuver. In other words, it is a gift that doesn’t have to 
be considered in the rate structure. 

Senator Morse. It isa gift 

Senator Keravuver. Or a benefit. 

Senator Morse. Taken out of the pockets of the taxpayer of this 
country by their own Government handed over to the private utilities 
and not even the poor ratepayers get any benefit from it. 

Senator Keravuver. All right; you may proceed. 

Senator Morsg. In the case of the Idaho Power Co., the granting of 
tax favoritism is particularly flagrant for several reasons: 

(1) The company and the administration have urged the wasteful 
company dams on the basis that they would not be a burden to the 
taxpayers or the United States Treasury. But the tax relief to the 
company is exactly that—a burden upon other taxpayers and the 
Treasury. 

It is the brazenness of this thing that shocks me sometimes, Mr. 
Chairman, the propaganda of the private utilities and supported by 
the spokesman for the administration. Just let the Idaho Power Co. 
develop this reach of the river—it will be done without cost to the tax- 
payers. Some of us have warned the American people of the falla- 
ciousness of this nonsense and this propaganda. The Congressional 
Record is replete with our speeches. At least 2 years ago I stood up 
on the floor of the Senate and warned the American people that we 
would pay for a large share of these Idaho Power dant costs. 

That is exactly what we are doing by this gimmick which this ad- 
administration is foisting on the taxpayers of this country. May I 
digress from the manuscript long enough, being in this hearing room, 
to say during the past several weeks evidence is being taken of the 
immorality of the conduct of some union officials, and I have deplored 
that conduct; in fact, when the president of the teamsters’ union, Mr. 
Beck, on a national television show confessed from his own lips; he 
didn’t realize the confession he was making at the time that he had 
taken some $200,000 to $400,000 of a personal loan out of union treas- 
ury funds without interest, I proceeded immediately thereafter to say 
that is immoral; in my code that is a form of embezzlement that con- 
stitutes stealing out of the pockets of every rank-and-file member of 
the teamsters’ union. It is a shocking thing to have such interest-free 
loan taken without the consent of the union by the president of the 
union. 

Now I feel that these moral principles, however, ought to have uni- 
form application, and that is why I said on the floor of the Senate 
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the other day and repeat in this committee room this morning that 
when this administration reaches into the pockets of the taxpayers of 
this country and takes out of those pockets this kind of an interest- 
free loan, and gives it to the Idaho Power Co., they don’t clean their 
skins with me by saying, “But we did it within the law.” Because, Mr. 
Chairman and members of this committee, I used to teach my law 
students that everything that is within the law is not. necessarily 
moral. You can commit a good many immoral acts within the letter 
of the law, and I used to try to get my students to see that the letter 
of the law is not all the law. And that as officers of the court they as 
lawyers had the duty to see to it that we carried out the moral ob- 
jectives of this free society of ours, and I say advisedly—— 

Senator O’Manoney. May I interrupt you to say that what you 
are now testifying illustrates what investigations which I have ob- 
served by Congress over many years have demonstrated. _ 

Those great organizations of corporate wealth which wish to prey 
upon the people always have a battery of very able lawyers whose 
duty is to examine the law for the loopholes and then they go through 
the loopholes to use other people’s money. Your testimony has sug- 

ested to my mind that we could draw an engineering diagram to 
finstrate precisely what has happened in the teamsters union, in the 
Idaho Power Co., in the oil business which we have investigated, and 
in many other fields. 

You have described it as pointing out that the subsidy which is 
paid to the power company is taken from the pockets of the taxpayers. 
Of course it is. We have authorized accelerated amortization for 
the purpose only of promoting the national defense, not for the pur- 
pose of promoting exploitation of the people. 

On this diagram that I have in mind and which if I were an en- 
gineer I could draw, I would show a pump drawing money out of 
the pockets of the taxpayers and lifting it into a reservoir which I 
would label the Idaho Power Utility. There is the money drawn 
from the taxpayers pumped into the reservoir of the utility company. 
At that reservoir I would make sure that the dam was just so high 
that none of that money would ever flow down to the consumer. 
That is what is happening, is it not? 

Senator Morss. That is exactly what is happening and I want to 
thank the Senator from Wyoming as I want to thank the Senator 
from Montana for the great speech in which he made yesterday in the 
Senate in which he brings out some of the same points in that classic 
speech. I thank the Senator from Wyoming, and I want to empha- 
size the point he is helping me buttress here. That we are really 
dealing in my opinion with a matter of political immorality, and I 
am not at all impressed by the statement it is being done within the 
law, because I think in a free society, the people have the right to 
look to the leaders of the Government to act on a moral principle, 
and I see no difference as far as the immorality is concerned between 
an interest-free loan given knowingly and wilfully and intentionally 
by this administration to the Idaho Power Co. knowing that it will 
help pay for the Idaho Power Co.’s dams to their business profit and 
the action of Dave Beck in taking an interest-free loan out of the 
pockets of the teamster members of his union. I think both are 
shocking particularly when you keep in mind my earlier point that 
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the purpose, as far as the law is concerned of the tax certificate was 
to encourage business to build defense plants, that would have little 
value when the war was over, never was it contemplated that it 
should go to a private utility—which even makes it worse—after the 
war is over. d I am particularly amused by the argument you 
get out of the officials of the Idaho Power Co. and some of the feeble 
whisperings you get out of this administration on this point, well in 
the future it can be of great defense use, so will the farmer in 
America be of great defense use in the future if you got into another 
war, but nobody is suggesting that the farmer be given a tax amorti- 
zation certificate. That is what I call just alibiing rationalization 
on the part of guilty consciences within this administration. This 
administration oan very well that the Idaho Power Co. cannot 
classify under the spirit and the intent of the original law as a de- 
fense plant. 

Read the debates at the time the law was passed. It just doesn’t 

ualify, but you see here again they want to use the language, as 
the Senator from Wyoming has pointed out, they want to use the 
language of a statute to say this is within the letter of the law, but 
it is not within the morals of the law or the spirit or the intent. I 
hate to be quite this tough, but the time has come to call the hand of 
this administration for the political immorality that honeycombs it, 
and this is a good example of it. 

Senator O’Manoney. In a sense I hate to interrupt you because you 
are doing so well. 

Senator Morse. I’m through. 

Senator O’Manoney. Maybe this is the appropriate time for me to 
say I hail you as the first modern Republican. You have taken the 
blinders off completely and have joined the Democratic Party. I 
think the time is coming, and it is being illustrated on the floor of 
both Houses every day, that the other modern Republicans had better 
get over just as you got over 2 years ago. 

Senator Morse. May I say good naturedly 

Senator O’Manoney. I said this good naturedly. 

Senator Morsr. May I said good naturedly I really stood for mod- 
ern Republicanism when I was a Republican, but it wasn’t the kind 
of phraseology that is being used by the party of the opposition today. 
I often think about what used to be said in law school circles about 
sociological jurisprudence. I thought the best comment made on it 
once was by a distinguished law teacher when he said, “Yes, sociologi- 
cal jurisprudence, phraseological jurisprudence. That is what it 
means.” Modern Republicanism means phraseological Republicanism, 
no substance and the test of the substance is going to be, of course, on 
the specific programs that they advocate and if this is an example of 
modern Republicanism the handout of millions of dollars of free 
money belonging to the taxpayers to the Idaho Power Co., the Ameri- 
can people will show in 1958 and 1960 they want none of it. 

Senator Keravuver. Senator Morse, I think the record shows that 
immediately after World War II the rapid tax-amortization law was 
repealed, whereas it was reenacted at the time of the Korean conflict. 
Therefore it is still in existence and its repeal is the purpose of the 
bill of Senator Byrd. So Congress does have some responsibility for 
what has gone on in this matter. 
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Senator Morse. We have great responsibility. I think we have a 
responsibility to repeal it and quickly. 

(2) Idaho Power Co. enjoys a monopoly in its service area. Part 
of the facilities subject to quick tax writeoff, the transmission line 
from La Grande to Baker, insulates the company from Federal power 
and makes the company the arbiter of competition and rates. Here 
again, the Bonneville Power Administration rationalized the deal 
with the company on the ground that the Treasury would be saved 
money if BPA did not build the line as originally planned. Yet now 
the Government will lose revenue because of the writeoff certificate 
covering the transmission line. 

(3) No provision was made for wheeling Federal power to prefer- 
ence customers. As a result the Harney Co-op in eastern bruno 
is being strangled by the company’s outrageously high rates. In 
other words the company is being helped by these certificates to main- 
tain its monopoly position, strangle competition, and defeat the public- 
power yardstick. 

I shall not go into every detail of the tax giveaway being perpe- 
trated at Hells Canyon nor in the overall utility subsidy program. 
That is the subcommittee’s job, and I am merely indicating some 
of the dimensions of the problems. 

I take great comfort from the fact that it was this subcommittee, 
working with the Joint Committee on Atomic Energy, which was 
responsible for focusing the revealing light of disclosure on the fester- 
ing Dixon-Yates deal. I believe you are undertaking another vital 
job of fumigating. 

Now, Mr. Chairman, I would like to have your permission to 
make part of my remarks without reading them a statement that 
I made on the floor of the Senate on this issue and also Mr. Byrd 
and Mr. Robertson from Mr. Mansfield’s statement on it, because in 
Mr. Byrd’s statement there is, in my opinion, an exceedingly valuable 
table headed “Rapid Tax Amortization Applications” pending as 
of October 17, 1956, which gives us some conception of the breadth 
of this job, I would like to have that material in the record as part 
of my remarks. 

Senator Kerauver. Without objection, it will be included in the 
record. Do you wish to have it follow your statement ? 

Senator Morse. Following my statement. 

I conclude my statement then with this observation, Mr. Chairman: 
Let us never lose sight of what this giveaway is. This giveaway, 
by way of the 5-year rapid writeoff, amounts to an interest-free 
loan of a great many raittone of dollars to the companies that are 
beneficiaries thereof and I have used as an example the Idaho Power 
Co. You take your 50-year period—and don’t forget these dams, 
as far as thetr life is concerned, are for bookkeeping purposes— 
figures on a 50-year basis—but their life span is far beyond 50 years. 
You are dealing here with great structures that are going to continue 
to make profits for a minimum of 70 years. I know of no reliable 
figure that put the figure at least less than 70 years and we find now, 
because of our great improvements in construction, that we are able 
to consider the life of some of these multiple-purpose dams, for 
example, as a life for at least 150 years, as far as paying out profits 
are concerned over that period of time. And so, when you take the 
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life span of these structures, then you see that the figure is even higher 
than the figure I used in my speech on the floor of the Senate the 
other afternoon, which figures have now been included in this com- 
mittee record. But I want to stress, because I think once the Ameri- 
ean people understand it, they are going to revolt against this as far 
as demanding that the Congress bring to an end this kind of an 
unconscionable subsidy to American big business. It amounts to mil- 
lions of dollars of interest-free money. Don’t forget, all the time 
the Idaho Power Co. and like institutions get these free-interest loans 
from the American Government, the American taxpayers are paying 
interest on the money they have to borrow through their Govern- 
ment to operate the Government. That is in the form of a double 
loss. We give the Idaho Power Co. an interest-free loan and we 
as a Government go and borrow money in behalf of our taxpayers 
and pay interest on that money out of the pockets of the taxpayers. 
That is what I call stealing from the people, not out of one pocket 
but out of both pockets at the same time. That is what this admin- 
istration is doing in this act of shocking political immorality. 

Senator O’Manonry. What you are saying amounts to this in a few 
words: that the loose money policy which the Government exercises 
toward big business brings sbotit the tight money policy which it 
exercises toward the rank and file of the people. 

Senator Morse. That is a complete description. 

Now, Mr. Chairman, I proceed quickly to reading my colleague’s 
statement. [Reading:] 


STATEMENT OF Hon. RIcHARD NEUBERGER 


Mr. Chairman and members of the committee, I regret that committee obliga- 
tions make it impossible for me to appear in person at the opening session of 
the committee’s hearings on a matter of particular importance to the people of 
my home State. 

I wish to express to members of the committee my support of the statement 
made by my senior colleague, in regard to the manner in which Idaho Power Co, 
has benefited from administrative decisions for its projects to underdevelop the 
power and flood control potential of the Hells Canyon area. I wish to join Sena- 
tor Morse in urging the committee to investigate thoroughly the circumstances 
which have made it possible for the Idaho Power Co. to enhance its monopoly 
position and at the same time gain special benefits at the expense of the Federal 
Treasury. 

The manner in which the water resources of the Snake River are developed 
and the type of entity through which this development is carried out is of grave 
concern to the State of Oregon. 

The Snake River forms a common boundary between my home State and the 
State of Idaho. It is a matter of deep interest, therefore whether this resource 
is utilized to the fullest and to the best interests of the people of Oregon. The 
industrial expansion of the Pacific Northwest region will depend largely upon 
the availability of low-cost electrical energy for manufacturing. 

Monopolization of the water resources of the Columbia River Basin by private 
interests would seriously impair the opportunities for the region’s industrial 
growth. 

The granting of a bonanza-like quick tax writeoff in excess of $65 million to 
the Idaho Power Co. has added a new chapter to the benevolent treatment by 
the administration of this favored electric utility. 

Not only does this administration hand to the Idaho Power Co. the unique 
public resource of the middle Snake River for private profit; it makes the tax- 
payers of the United States carry part of the load of helping this private utility 
company with its wasteful underdevelopment of an irreplaceable resource. 

The approval of this subsidy is another significant phase in a 4-year program 
of administration aid to monopoly interests. But it is little wonder, that an 
administration whose policies sanction the sacrifice at Hells Canyon of price- 
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less water power and flood-control potential would not shrink from giving another 
award to a recipient of prior boons. As unconscionable as is the granting of 
tax privilege to help build inadequate dams, I hope this incident will not over- 
shadow the administration’s weakness in development of a water-resource pro- 
gram for the Hells Canyon reach of the Snake River. The passage of time has 
made apparent the utter lack of a positive and effective approach to compre- 
hensive multiple-purpose use of the waters of this section of the Columbia River 
drainage. 

Although there seems to be no question of the administration’s ability to dis- 
pense tax writeoff subsidies, events of recent weeks have spotlighted the non- 
existence of a positive administration program for proper use of the Hells Canyon 
reach of the river. 

These events also have focused attention on the individuals in the administra- 
tion who must assume the responsibility for the void in water use policy for the 
backward and hostile decisions to reduce for all time the value of the Hells 
Canyon Dam site. 

The events to which I refer transpired several weeks ago, and have been re- 
vealed in detail in a series of articles which appeared in the Oregonian of Port- 
land, Oreg., under the byline of that newspaper’s Washington correspondent, Mr. 
A. Robert Smith. 

Mr. Smith describes in one of these articles how Mr. Jerome K. Kuykendall, 
Chairman of the Federal Power Commission, accomplished what was described 
as “mousetrapping a member of the President’s Cabinet on what was probably 
the most significant decision for the Pacific Northwest since the administration 
backed away from a high Hells Canyon Dam.” According to Mr. Smith’s article, 
which to my knowledge has not been refuted since appearing in many newspapers, 
Mr. Kuykendall was assisted in this snaring of a Cabinet officer by Mr. Sherman 
Adams, the Assistant to the President. 

I am including with my statement copies of the newspaper articles which 
describe the machinations which have developed to help insure that the licenses 
of the Idaho Power Co. would not be adversely affected by a Federal multipurpose 
dam construction in the vicinity. 

I hope that the committee will see fit to examine the charges made in these 
newspapers articles, because in my opinion there is a close relationship between 
these policies and the subject matter of the committee’s present investigation. I 
think this situation raises the question as to whether the granting of accelerated 
amortization certificates to industries with guaranteed profits makes it easier 
for such favored corporations to take over natural resources belonging to the 
people of the United States. 


And I ask that the two newspaper articles referred to by Senator 
Neuberger be incorporated as part of his statement. 

Senator Kerauver. Without objection, that will be done. 

(The documents are as follows:) 


[The Oregonian, Portland, Oreg., April 12, 1957] 
How KUYKENDALL OUTMANEUVERED SEATON 


(By A. Robert Smith, Washington correspondent, the Oregonian) 


WASHINGTON.—A relatively unknown Olympia attorney 4 years ago, Jerome 
K. Kuykendall has now emerged as a formidable figure in the Eisenhower 
administration as Chairman of the Federal Power Commission. He has demon- 
strated his political muscle by successfully mousetrapping a member of the 
President’s Cabinet on what was probably the most significant decision for the 
Pacific Northwest since the administration backed away from a high Hells 
Canyon Dam. 

In a test of strength with Secretary of Interior Fred A. Seaton over a proposal 
for a high Pleasant Valley Dam, Kuykendall has won hands down by getting 
the White House to take his side. There will be no high Pleasant Valley Dam, 
it now appears certain. 

When Seaton shot off a strong letter to Kuykendall many weeks ago asking 
for a delay in FPC action on the application of Pacific Northwest Power Co., 


Kuykendall took his protest straight to Sherman Adams, President Hisenhower’s 
chief of staff. 
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This was more than an academic matter of whose will would prevail; Kuyken- 
dall was probably laying his political life on the line. His term expires June 30, 
and his chances for reappointment to a new 5-year term would not have been 
enhanced by picking a fight that he could not win. 

In crossing swords with Seaton, Kuykendall was engaging an old pro of the 
political fights that are settled on the White House grounds, for Seaton was 
promoted into the Cabinet from the position of Deputy Assistant to the Presi- 
dent, one notch below Sherm Adams. 

But the usually mild-mannered, pleasant, Washington State lawyer had the 
better of it psychologically when he precipitated the crisis. Seaton had made 
the mistake—probably a calculated risk on his part—of publicly announcing his 
proposal for a high dam without getting advance approval from the President 
or Adams. Seaton’s probable calculation was that if he took this formally to 
the Cabinet, thereby giving it the prestige of a major policy decision, he might 
get turned down before his idea was off the ground. At an earlier postelection 
Cabinet meeting, reportedly the President had declared there would be no power- 
policy changes. 

On a nationally televised Sunday interview program on inauguration eve, 
Seaton floated his proposal publicly for the first time. While editorial writers 
in the Pacific Northwest were greeting the news with acclaim, the White House 
greeted it by calling Seaton on the carpet. 

So, when Kuykendall showed up with Seaton’s strong letter in behalf of 
the high dam, the White House heavily blue-penciled it, deleting the heart of 
his proposal. To avoid any public reversal of a Cabinet member, he was per- 
mitted to send a letter which could easily be ignored. 

And that is just what Kuykendall, with the full support of the Commission 
and the White House, has now done with the meaningless Seaton letter. As 
the quiet-spoken Dutchman from Olympia tells the visitor, the Commission 
doesn’t like Cabinet members butting into what the FPC regards as its own affair. 

It’s a rare day in the Washington power struggle that the head of what is 
supposedly an independent Commission, takes on a high member of the Presi- 
dent’s official family. It’s rarer when he wins so significantly. 

The clash, of course, was basically over the controversial, “partnership” 
power policy which Kuykendall could contend would be violated by Seaton’s 
proposal, especially since a high dam would flood out the Hells Canyon site 
already licensed by the FPC to a private utility. The consequential fact is that, 
in siding with Kuykendall, the White House wanted no part of a modification 
of the power policy. 


[The Oregonian, Portland, Oreg., April 11, 1957] 
WHITE House Opposep TO HigH DaM ON SNAKE 
(By A. Robert Smith, Washington correspondent, the Oregonian) 


WASHINGTON (Special).—The White House has quietly turned thumbs down 
on the proposal for building a high dam at Pleasant Valley site on the Snake 
River, according to well-informed sources. 

This top-level decision, taken weeks ago but never publicly announced, carries 
multiple significance : 

1. It quashes the effort of Secretary of the Interior Fred A. Seaton to have a 
high Pleasant Valley project built where a combine of four Northwest private 
power companies hopes to build a lower dam. 

2. It conforms generally with the administration policy set 4 years ago of non- 
support for a high Hells Canyon Dam in that stretch of the Snake River where 
eae Power Co. wanted to build smaller projects, and is now building the first 
of these. 

3. It demonstrates that the Hisenhower administration is sticking rigidly to 
the controversial partnership power policy by which local utilities are encouraged 
to build dams at sites once earmarked for Federal development. ' 

Serious consideration of a high Pleasant Valley Dam began among top officials 
at the Interior Department in November when the Bureau of Reclamation com- 
pleted a preliminary survey ordered by Seaton last fall. On January 20, Seaton 
publicly announced in favor of the high dam, saying he would ask the Federal 
Power Commission to delay any decision in the pending Pleasant Valley-Mountain 
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Sheep case until Interior engineers could compile complete geological data on 
the feasibility of the project. He estimated it might take another year to do 
this. 


SEATON CHANGES COURSE 


But, since then, Seaton has never carried out this intention in the forthright 
manner in which he said he would inject the high-dam proposal into the FPC 
proceedings. He did write a letter, but it made no request, and it has been 
virtually ignored by the FPC. 

The reason for Seaton’s failure to carry through with his plan, informed 
sources report, is that, after his announcement of January 20, made on a net- 
work television program and amplified later to this reporter, the following 
sequence of events took place within the administration : 

Seaton drafted a letter to FPC Chairman Jerome K. Kuykendall to carry out 
his expressed intention to act in behalf of a high dam. Kuykendall was apprised 
of the contents of Seaton’s letter and went to the White House to protest this 
action by the Interior Secretary. 


SECRETARY LET DOWN 


Kuykendall’s action precipitated what theretofore had not been made—an 
administration policy decision respecting Seaton’s Pleasant Valley idea. Seaton, 
in a word, had not cleared his January 20 announcement with the White House. 
He had not taken up the question in the Cabinet. 

The consequence was that the White House turned thumbs down on Seaton’s 
idea, and the Secretary had to tear up the letter he had wanted to send Kuyken- 
dall. But, having publicly announced he was going to do something, Seaton 
was permitted to send to the FPC a letter so worded that it could be variously 
interpreted and perhaps save Seaton the public embarrassment of being reversed 
openly by the White House on an important policy matter. 

The letter sent to Kuykendall was released February 15 when Seaton was en 
route to Hawaii. Aids said it could be interpreted to mean the Secretary was 
asking for a delay, although no such request was made. When it was received, 
Kuykendall said he found in it no request for a delay. This week he amplified 
this in an interview, saying, ‘““‘The Commission does not consider that the letter 
from the Secretary of the Interior has any legal effect, substantially or pro- 
cedurally.” He added: “The Commission does not intend to alter in any way its 
normal course of procedure in handling the Mountain Sheep-Pleasant Valley ap- 
plication of the Pacific Northwest Power Co.” 


FPC DECISION NEAR 


Kuykendall said an estimate that a decision in the company’s case will be 
ready by late summer was not unreasonable. (Final briefs are now being 
awaited by the examiner who presided over the hearings which ended in 
December.) The Interior Department estimates it won’t have its data compiled 
on a high dam until next January 1, months after the FPC decision is expected 


to be rendered. 

Senator Morsr. I shall be glad to answer questions. 

Senator Kerauver. Senator O’Mahoney, do you have any other 
questions ? 

Senator O’Manoney. No, I think not. 

Senator Keravuver. Senator Murray ? 

Senator Murray. I think he has covered the field so thoroughly, no 
question of mine will add to it. 

Senator Keravuver. Mr. Layton ? 

Mr. Layton. No. 

Senator Kerauver. Mr. Chumbris? 

Mr. Cuumpris. No questions. 

Senator Kerauver. Thank you very much, Senator Morse, for a 
clear statement pointing up the issues of this problem and the 
particular reference to Idaho Power Co. and Hells Canyon. 

94133—57—pt. 1 
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Senator Morse. I express my regret that I now will have to go to the 
Foreign Relations Committee in a nomination hearing but as soon 
as I am through with that hearing I shall return to the committee 
room because i intend to attend as many of these hearings as I can. 

Senator Krerauver. We will be glad to have you participate in the 
hearings. Thank you very much. 

Senator Morsr. Thank you. 

Senator Keravuver. Mr. Ellis, is it satisfactory if we hear the dis- 
tinguished Members of the House of Representatives before we hear 
vou? I know they have important business on their side of the House 
and I would like to extend them that courtesy. 

Mrs. Pfost or Mr. Ullman, which of you would like to testify first? 
I think it would be a fine diversion to have you first, Mrs. Pfost, 
and take advantage of the charm and attractiveness that is here. 


STATEMENT OF HON. GRACIE PFOST, MEMBER OF THE HOUSE OF 
REPRESENTATIVES FROM THE FIRST DISTRICT OF IDAHO 


Mrs. Prost. Thank you, Senator. 

Senator Kefauver and members of the Antitrust Committee—— 

Senator Kerauver. You have been representing the first district 
for your third term ? 

Mrs. Prost. That’s true. 

Senator Kerauver. We are delighted to have you present with us. 

Mrs. Prost. Thank you very much. 

Senator O’Manonry. Do I understand, Madam, that the public 
power issue has been an issue in your campaigns ? 

Mrs. Prost. Very definitely, since I first ran. 

Senator O’Manoney. In your first campaign you took your stand 
on_the side of public power in the interests of the people. 

Mrs. Prost. Taittamie did. 

Senator O’Manonry. And your majorities have been satisfactory 
every time you have run, have they not # 

Mrs. Prost. They have increased each year, each election. 

Senator O’Manonry. Have you campaigned in your district 
thoroughly ? 

Mrs. Prost. Yes; I have and even on off years and believe me, the 
people are awakening to the reality of what they are losing in the 
Hells Canyon stretch of the river by the power company just par- 
tially developing. 

Senator O’Manoney. An understanding of what is happening un- 
der this administration is spreading through your district ? 

Mrs. Prost. Indeed, and our mail is at least three times as heavy as 
it aot ever been especially since the fast writeoff certificates have been 
issued. 

Senator O’Manoney. Of course it was notable that in the last cam- 
paign, the northwestern part of the Nation seemed to be more aware 
of what was being taken from the people of the United States for the 
benefit of concentrating organized business than the people of any 
other area, and those of us who took the position that you have taken 
in your district have been very proud of that fact. That can be 
cited to the credit of the Northwest. 





RAPID AMORTIZATION IN REGULATED INDUSTRIES 15 


Mrs. Prost. Yes, I think it is very indicative of the feeling of the 
people in the Northwest that they are finally through TV, radio, news- 
paper, but largely by word of mouth getting the true facts, because 
in my own State of Idaho we do not get the true facts through the 
newspapers to the people. Therefore, it is necessary for those of us who 
believe in full development of our water resources, our natural re- 
sources that belong to the people, it is up to us to advise and bring 
the truth to the people. And it is one of the things that I think is 
most significant, coming out of the last election, the effect that those 
of us in the Northwest were reelected and a new member or two added 
who did campaign on the full development of our water resources of 
the great Northwest. And certainly this country will have to look to 
the Northwest for the power potential that is ours and the full de- 
velopment of the potential if we are to feed the future generation that 
will be upon us by the year 1975. And I want to compliment Senator 
Kefauver and this committee for setting these hearings at this par- 
ticular time. I feel it is most timely and that you are embarking upon 
a most important investigation. I’m sure that you have many wit- 
nesses, so [ am not going to take a great deal of your time. But I 
am confident that this subcommittee and the chairman who brought 
the Dixon- Yates scandal into the open will get to the root of this ad- 
ministration’s giveaway of the great river potential to which now 
has been added a device whereby this administration reaches right 
into the pockets of every taxpayer in America. And in this instance 
they pay the power company to take it away. Now I thought it was 
rather significant that this morning’s Washington Post has a cartoon 
by Herblock entitled “It’s Really Private Enterprise”—“he takes your 
money to the bank all by himself.” 

And the picture of the private power company pulling a little wagon 
laden with sacks of dollars, tax writeoff gains on Snake River dams, 
and there have been a couple of other very interesting cartoons in 
the Washington Post recently which points up the fact that the people 
even here now in the East are well aware of what is happening to us 
and they are not happy about it and particularly I wish to call atten- 
tion to the Washington Post editorial of May 14, just the day before 
vesterday, or last Tuesday rather, and I would like to read just the 
first paragraph, because I think it is important. 

The title is “Paying for Dams.” 

It says: 

One of the principal arguments made on behalf of private development of the 
water resources of Hells Canyon has now been thoroughly exploded. In granting 
licenses to the Idaho Power Co, to build small dams on the Snake River, precluding 
the construction of a major multipurpose high dam at Hells Canyon, the Federal 
Power Commission asserted that the private construction would be accomplished 
at no cost to the United States. The private dams are admittedly less efficient 
and would realize only a fraction of the public purposes attainable by a high 
dam project, Federal or otherwise. This has become clear moreover that through 


the fast tax writeoffs approved by the Office of Defense Mobilization for the 
Idaho Power Co., these dams would cost American taxpayers a very substantial 


sum indeed. 

And I thought that was quite pertinent when we have had now a 
third editorial in the Washington Post pointing up what the fast tax 
writeoff really means and what in the beginning giving away the right 
by granting licenses to the power company to build three puny little 
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dams in the Hells Canyon stretch of the river what it truly means to 
the taxpayers of America. 

I feel that when the whole truth is brought to light about this 
shameful episode that your committee and the lead that you have 
taken in exposing it will be really remembered with gratitude by the 
people of the Pacific Northwest and the American public as a whole 
and I want you to know that those of us on the House side who are 
vitally interested in this dastardly giveaway, we are most appreciative 
of the fact that you are giving of your time in an already too busy 
schedule to bring into the open the real truth of these vast tax write- 
offs and what they truly are actually, just simply taking away from 
the people and giving to the power companies. 

And I should like permission, Mr. Chairman, that I be permitted 
to have my full statement printed in the record at a later time. 

Senator Kerauver. Without objection you may do so. We thank 
you very much Congresswoman Pfost. 

I believe your district is adjacent to the Hells Canyon stretch ? 

Mrs. Prost. It is. The Hells Canyon stretch borders my district 
and the dams are now being constructed by the power company in my 
own congressional district in Idaho. It also borders on the States of 
Washington and Oregon. 

Senator Krerauver. How about small business in your district? Do 
they receive any rapid tax amortization ? 

Mrs. Prosr. There are no smal] businesses in my district who are 
participating in tax writeoffs at this time, fast amortization. 

Senator Kerauver. Do you feel that amortization certificates, if 
they are to be given like this, should be given to little business as well 
as to big ones ¢ 

Mrs. Prost. Very definitely, because my mail indicates and the 
telephone calls that I have had from some of my small-business people 
in the First Congressional District of Idaho, indicate to me that many 
of them are having very rough sledding. Several of them have closed 
their doors. In fact I received a letter just last week from the wife 
of a hardware owner who told me here her husband had an oppor- 
tunity this spring to purchase 8 hardware stores in our Boise Valley 
and they called attention to the fact that 1 hardware store had closed 
its door in Boise. Idaho: another was closing its doors and the others 
were on the borderline and if they were not able to sell would have 
to close their doors. 

She said it is the roughest that they have ever had in the hardware 
business since the depression of the forties. 

Senator Keravuver. The Chair is delighted to welcome Senator 
Carroll, who is a member of the Interior Committee and since the In- 
terior as well as the Finance Committee and the Interstate and For- 
eign Commerce Committee do have a direct connection with the mat- 
ters we are considering here, we welcome the chairman and other 
members of these committees to participate in the hearings with 
us. 
Senator O’Manonry. Mr. Chairman, may I ask a question please ? 
Senator Keravver. Yes. 

Senator O’Manonry. Madam Congresswoman, you heard the testi- 
mony of Senator Morse this morning; did you not? 


Mrs. Prost. Yes, I did. 
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Senator O’Manoney. Do you find any flaws in it? 

Mrs. Prost. I thought he did a magnificent job. 

Senator O’Manoney. You have heard the arguments which have 
been made against the position taken by yourself, Senator Morse, 
and others oF like mind. I wonder if you could file for the record 
in the additional statement that you have been granted permission 
to make, a brief summary of the arguments which have been made 
on behalf of the giveaway. I like the phrase you used, as I remember 
it now, that this is a giveaway and the Government is paying the power 
company to take it away. : 

That is a very brilliant illustration of the fact, I am afraid, but 
I think if a person who has campaigned as closely as you have on this 
issue would prepare a statement and analyze the position of the other 
side, it would help the committee very much in drawing its conclu- 
sions. 

Mrs. Prost. Thank you very much, Senator. I will attempt to do 
that. 

Senator Kerauver. You do that and give it to us as soon as you 
can. 

Mrs. Prost. Thank you very much. 

Senator Keravver. Senator Murray, do you wish to ask any ques- 
tions ? 

Senator Murray. I have no questions. I feel she has answered any 
questions that. might have occurred to me so thoroughly that I couldn’t 
—e to bring out anything new on that. 

rs. Prost. Thank you very much. 

Senator Kerauver. Senator Carroll, do you wish to ask questions? 

Senator Carroty. No, thank you, Mr. Chairman. I came late into 
the hearing this morning and I will be very happy to go through the 
record and read the distinguished Congresswoman’s remarks. I know 
they are very pertinent to this investigation. 

Senator Kerauver. One question I would like to ask, since you 
are from the State of Idaho which is directly concerned. Is it your 
information that the ratemaking policy of the State of Idaho gives 
the consumer any benefit from the granting of this subsidy or con- 
cession in the way of tax amortization to the utility companies? 

Mrs. Prost. Of course then it will not assist the consumers. In 
fact it is a well-known fact that even though the Idaho Power Co. 
may participate in this fast tax writeoff, have the money interest free 
to use as they see fit, that our power bills will not be reduced. That 
is one of the reasons why I have made as hard a fight as I have 
to try to save that reach of the river for the benefit of the people, be- 
cause under the Idaho Power plan of building there 2 or 3 dams, the 
consumers in the area will be paying at least twice as much as they 
will have to pay if the high dam were built. At the same time of 
course the people, the taxpayers are building their dams for them 
under the fast tax writeoff. 

So therefore Mr. Chairman, in answer to your question the con- 
sumers would not be benefiting by the fast tax writeoff that has 
been granted to the power company. 

Senator Keravuver. In other words, under the laws and regula- 
tions of the State of Idaho, the fact that the Idaho Power Co. or any 
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other utility gets a concession or subsidy or benefit in the way of a 
fast tax writeoff is not reflected in the rates to the consumer. 

Mrs. Prost. It has not been and I am sure that it will not be, Sena- 
tor. 

Senator Kerauver. Mr. Chumbris, do you have any questions? 

Mr. Cuumpris. I have no questions, Mr. Chairman. 

Mrs. Prost. Again thank you very much. 

Senator Keravuver. Thank you very much, Mrs. Pfost. 

Congressman Ullman, we will be glad to hear you now. 

Mrs. Pfost, we will be happy to have you sit at our big table here. 

Congressman Ullman, you represent the Second Congressional Dis- 
trict of Oregon. 


STATEMENT OF HON. AL ULLMAN, MEMBER OF THE HOUSE OF 
REPRESENTATIVES, SECOND DISTRICT OF OREGON 


Mr. Utitman. Yes, Mr. Chairman. 

Senator Keravuver. The Second District is the district that con- 
tains the Hells Canyon site? 

Mr. Utitman. That is correct, Senator. I have the eastern Oregon 
district that is adjacent to the Snake River on which the Hells Can- 
yon site is located. 

Senator Kerauver. You are in a position to give us firsthand in- 
formation and impressions on this subject. We will be glad to hear 
from you, sir. 

Mr. Uttman. Thank you, Senator. First I want to congratulate 

ou and the other distinguished members of your committee for hold- 
ing these hearings and commend our great friend of western resource 
development, the chairman of the Interior Committee, Senator Mur- 
ray, for the fine job he is doing on resources. I’m going to make my 
statement brief this morning. I come from the district adjacent 
to the dam site at Hells Canyon. I have long been in the fight for 
full river development out there and have had occasion to stump 
the district time and again on behalf of a full development program 
rather than the type of underdevelopment and giveaway that we 
have seen practiced the last 4 years out in the Snake River Basin. 
It has been obvious that the main argument that the power company 
has used out there through these years has been the story that the 
power company dams would not cost the taxpayers any money and that 
the high dam, of course, would be all chargeable to the taxpayers of 
the United States. 

Senator Kerauver. Where was that argument made that you say 
has been made out there ? 

Mr. Urtiman. One of the main places it has been made is in the 
slick magazines of the Nation in a series of very expensive advertise- 
ments which have attempted to discredit the Federal multipurpose 
dam-building program. These advertisements have been paid for by 
the private utilities of America and they have said that the Idaho 
Power Co. dams would not cost the taxpayers any money. 

Senator Keravver. Do you have copies with you or can you furnish 
them to the committee ? 

Mr. Utiman. I would be very happy to doso. 





RAPID AMORTIZATION IN REGULATED INDUSTRIES 19 


It is revealing that this argument was also made by R. P. Parry, 
the Idaho Power Co. counsel, in the hearings before the FPC when 
he said— 


The applicant is here before you asking the privilege of constructing solely 
with its own money and without one cent of cost to the taxpayers of the United 
States for these dams. 

That was hearing transcript, page 1234. 

Senator Krrauver. What was the name of that man ? 

Mr. Uniman. Mr. R. P. Parry, who is the counsel of the power 
company. 

Senator Kerauver. When did he say that? 

Mr. Utiman. I would be glad to supply that information. It was 
page 1234 of the hearing record. Further in the license decision the 
Chairman of the Federal Power Commission, Mr. Kuykendall, stated 
in his opinion, No. 283, page 17, referring to the Idaho Power Co. 
projects— 
will be realized without expense to the United States to the extent that the 
projects are constructed by a non-Federal entity. 

At the same time he rendered these decisions, tax amortization 
certificate applications were outstanding and were pending, so the 
point I would like to make 

Senator Krrauver. You say they were outstanding. They had not 
been granted. 

Mr. Uttman. They had not been granted but the applications were 
pending. These applications have been pending for about 4 years. 

Senator Keravuver. But my understanding is they were only 
announced about 10 days ago. 

Mr. Utiman. That’s right. But the applications were pending. 

They had applied for these even before the license was granted. 
I will be glad to supply the date when the applications were officially 
submitted by the Idaho Power Co. for the record. The point I would 
like to make in all of this is that now as a result of the granting of 
these rapid tax amortization certificates, the low dams, the private 
dams that have been licensed are going to cost the taxpayers of the 
United States a far greater sum of money than a high dam at Hells 
Canyon would cost because as we all know these projects in the 
Pacific Northwest, such as Hells Canyon, pay for themselves, they 
are merely capital investments on the part of the United States, the 
rate payers pay interest into the Treasury on the full amount of their 
indebtedness and repay the whole amount with a small fraction ex- 
cepted for nonreimbursables into the Treasury of the United States. 

So the private dams are going to cost the taxpayers in the form that 
has already been referred to by Senator Morse, a great amount of 
money, a greater amount than the public development at Hells Canyon 
would cost the taxpayers of this country. 

The second point I would like to bring out, and I think this is 
particularly significant to your committee, is the aspect of this prob- 
lem that relates to the type of agency and type of corporation that has 
been granted these certificates. This is not as you referred to a minute 
ago, granting something like a small-business corporation or a store 
down on the street a tax writeoff. It isn’t the same thing even as 
granting General Motors a tax writeoff, because this corporation is a 
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public utility and operates in completely different fashion because that 
is a guaranteed return on its investment. 

In order to hasten this argument and summarize it, I would to quote 
from the Portland Oregonian of May 6, 1957, wherein Mr. Herbert 
Lunde, editorial writer, editorializes : 

What burns up the Government dam proponents and may interest all tax- 
payers and power consumers is this. The $6,500,000 a year withheld in taxes by 
the company for 5 years is collected from rate payers and put into a deferred 
account. 

Yet it can be paid to stockholders as dividends subject only to capital gains 
taxation which is much lower than ordinary taxes. What happens, they ask 
at the end of the accelerated depreciation period if the money has been paid to 
stockholders and their answer is this. Probable rate increases to pay the higher 
Federal tax for the next 45 years. This tax benefit is an outright subsidy from 
the Treasury, an interest-free loan to private utilities qualifying under a non- 
existent defense emergency. 

The Government might justify it by requiring a utility to eliminate the loan 
from its rate base but utilities need not consider it in ratemaking. And, of 
course, if the tax savings is passed along to stockholders under the heading of 
capital gains, there is another tax bonanza at Government expense. 

I would like to request the committee to look further into this aspect 
of this whole tax program. As I said before, I think it would be a 
shocking thing under the existing law to grant these kinds of certifi- 
cates to an ordinary corporation, even to a little business or to a large 
corporation, a private corporation operating in the channels of ordi- 
nary business, but when they grant this form of certificate to a private 
utility that operates under a completely different set of rules and has 
a guaranteed return on its investment, then indeed, I think it is an 
unconscionable act of political immorality as the Senator from Ore- 
gon, Senator Morse, referred to it previously. 

I certainly want to express my appreciation for the opportunity to 
appear before your fine committee. 

Thank you. 

Senator Krerauver. We appreciate your appearance, Congressman 
Uliman. Senator Murray, any questions of the Congressman ? 

Senator Murray. No; I haven’t any questions. I am interested 
in his statement, and I wish to say I am in full accord with everything 
he has said. Everything he has said with reference to this matter is 
absolutely clear. 

Senator Kerauver. Senator Carroll? 

Senator Carroti. Congressman Ullman, Mr. Chairman, I believe 
that the Congressman has put his finger on the key difficulty that con- 
fronts the consumer and the taxpayer and I would like him to talk just 
a little bit on that. Will you explain again how the private power 
utilities place this tax saving into a deferred account? I think this 
is the key, Mr. Chairman, because if I am not mistaken, this issue 
was taken up in what I think is called the Georgia power case. I 
suggest to the staff members they might look into that case, because 
the question there was whether or not this type of tax saving should 
be included in the rate structure. 

Senator Keravver. I think this is a very important point, Senator 
Carroll, and I will ask the staff to digest that case and furnish the 
committee information about it. 

Senator Carrotz. I hope I am right about it, but the very thing that 
Congressman Ullman has put his finger on is exactly the situation 
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that exists in Colorado today. I think perhaps two of the private 
power utilities have taken advantage of this fast tax writeoff. I raised 
the question in Colorado publicly 2 years ago and it was sort of scoffed 
at, but they used this system and that is why I would like you to go 
over that again very briefly. 

Mr. Utiman. I would like to state, Senator, that the distinguished 
lawyers on this committee know far more about the corporate structure 
of a private utility than I do, but it is my understanding that when 
these certificates are granted and this amount of tax saving, amount- 
ing possibly to five or six million dollars a year, the utility company 
places this in a deferred account. 

Senator Carrotu. This five or six million you refer to as a tax 
saving. 

Mr. Utiman. That is a tax saving that normally would go into 
the Treasury of the United States under their normal corporation 
taxes but they don’t have to pay it because of these certificates. It is 
put into a deferred account and, of course, where the main injustice 
lies is the fact that the ratepayers are not allowed to benefit from this 
but they are given the privilege of distributing this to their stock- 
holders directly. The company says we are going to pay these taxes in 
the future, but actually the company won’t pay a cent because after 
the fast writeoff, the company will continue to receive its full return 
on its investment by raising rates to the consumers under the guar- 
anteed-return provisions of the public utility laws. 

Senator Carrott. You made two very important points. One is that 
this money that goes into the deferred account is never reflected in the 
rate structure to the benefit of the consumer and, second, that the money 
in the deferred account is distributed and, third, if they pay higher 
taxes in the 45-year periods, they can use that as a cost charge to in- 
crease the rate. Js there any way you can document that from records? 

Mr. Utiman. That is my understanding, Senator, and I believe 
that your committee is in a far better position than I am to document 
it. I hope you will thoroughly examine this matter. 

Senator Carrotu. I don’t question at all the Congressman’s state- 
ment. I wonder if perhaps in your own personal knowledge you knew 
that to be true in a particular State or did you get your information 
from a particular document? That is what I had in mind. It would 
expedite the research on the part of the staff. 

Mr. Uttman. I would be happy to look through my files and docu- 
ment it as well as I can; yes, sir. 

Senator Carroti. Thank you. Because what you say with refer- 
ence to the deferred account, I know that to be true in Colorado. I 
am not advised of how they dispose of the company and that is why I 
want to follow through. Thank you so much. Yours was a very fine 
statement. 

Senator Keravuver. Mr. Layton, do you have any questions? 

Mr. Layron. No questions. 

Senator Kerauver. Mr. Clifford. 

Mr. Cutrrorp. No questions. 

Senator Kerauver. Mr. Chumbris? 

Mr. Cuumepris. I have here an insertion from the Congressional 
Record, that might be of interest to the subcommittee itself, on pages 
6230 and 62131. It was inserted by Senator Goldwater and presents 
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a chart with the tax amortization certificates in the Northwestern 
United States showing electric power detail and statewide totals as 
of December 31, 1956. 

Senator Kerauver. What is the date of that Record, Mr. Chumbris? 

Mr. Cuumeris. It is Wednesday, May 15, 1957, the day before 
yesterday. 

Senator Kerauver. This refers to the Pacific Northwest ? 

Mr. Cuumpris. Yes, sir; and deals with tax amortization. 

Senator Kerauver. I think it is very important to get into the 
record that insertion by Senator Goldwater, so without objection the 
remarks of Senator Goldwater and the accompanying table will be 
made a part of the record at this point. 

(The document is as follows:) 


TAX AMORTIZATION CERTIFICATES 


Mr. GoLtpwATeR. Mr. President, at the outset of this statement, let me assure 
my colleagues that I am not speaking in favor of the broad, general principle 
of rapid tax amortization. In times of national emergency, I can see some excuse 
for using this device to encourage the rapid construction of needed facilities; 
but in my mind there has been a serious question regarding the continuance of 
this practice in peacetime. 

Recently, the Idaho Power Co. was granted a rapid tax amortization certifi- 
cate under the terms of the law. There was nothing illegal about this, nor was 
there anything illegal about the procedure which produced the certificate. But 
from the statements of those who advocate public power one would draw the 
conclusion that something funny went on in connection with the certificate. I 
do not mean “funny-ha-ha”’; I mean “funny-peculiar.”’” These advocates of 
public power conveniently overlook the certificates which have been granted in 
the public-utility field. In order that my colleagues may better know the true 
picture in this field, I ask unanimous consent to have printed at this point in the 
Record, as a part of my remarks, a list of tax amortization certificates issued 
up to December 31, 1956, in the Northwestern section of the United States, and 
also an article published in the New York Times of May 1, 1957. 

There being no objection, the list and article were ordered to be printed in the 
Record, as follows: 
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[From the New York Times of May 1, 1957] 


“QDM DEFENDED ON AIp TO Two DAMS—AGENCY Heap Says FAIRNESS REQUIRED 
Hetits Canyon Tax WRITEOFFS FOR UTILITY 


“WasHiIneTon, April 30.—Gordon Gray, Director of the Office of Defense 
Mobilization, defended today his award of special tax incentives to the Idaho 
Power Co. for the construction of two power dams on the Snake River in Idaho. 
Several congressional Democrats have assailed the award. 

“Mr. Gray said at a news conference that the two dams, at Brownlee and 
Oxbow, met the standards for such benefits, and fairness required the award. 

“The dams figured in the Hells Canyon controversy over public or private 
development of the river’s power potential. The Federal Power Commission 
authorized Idaho Power to build three dams. 

“In the award last week to Idaho Power the ODM authorized it to write off 
part of the $103 million cost of 2 of the dams against its earnings in 5 years. 
Writeoff periods usually are 20 years or more. The company sought no benefits 
for the third dam. 


“BACKGROUND PROPOSAL 


“In the background is a bill in Congress that would authorize the Government 
to build in Hells Canyon a high dam that would flood the Idaho Power dams. 
The Senate Interior Committee approved the bill today, as it had in earlier 
years, but the proposal has never gone much further. 

“The ODM has approved fast writeoffs on about half the cost of 913 power 
projects. The cost of these projects is estimated at more than $6,650 million. 

“The effect of the Idaho Power award is to permit the postponing of about 
$31 million of taxes in the first 5 years the dams are in operation. The writeoffs 
amount to an interest-free loan, which the company will repay in the form of 
higher taxes in subsequent years. 

“Mr. Gray said that the 2 dams covered by last week’s award were among 33 
power projects approved for rapid tax writeoffs (amortization) after the ODM 
had stopped accepting applications almost 15 months ago. All the applications 
approved were filed before the deadline, he added. 

“The last approval before that for the Idaho Power dams, he said, was for a 
$21,500,000 project of the Virginia Electric Power Co. 

“Mr. Gray was asked whether there had been any objection to the Idaho 
Power award by Senator Harry F. Byrd, Virginia Democrat, a critic of the 
project. Mr. Gray replied that he knew of nothing to indicate that the Senator 
objected. 


“ROBERTSON PROPOSAL CITED 


“Part of the criticism of the ODM action on the Idaho Power dams is based 
on the proposal of Senator A. Willis Robertson, Democrat, of Virginia, that a 
study of the writeoff applications be made by the Joint Committee on Defense 
Production, of which he is chairman. Mr. Gray said that he had been unable to 
find any commitment by the ODM to delay action. 

“Mr. Gray declared that he acted on his own responsibility in the Idaho Power 
case, without any instruction from the White House. He has indicated that the 
ODM writeoff certification might have come much earlier had it not been for 
suit challenging the project. He said today that the legal problems were cleared 
away early this month when the Supreme Court refused to hear an appeal of the 
challenge. 

“In justification of the two dams in the defense mobilization program, an aid 
of Mr. Gray noted that the power they generate is to go into a grid system serving 
a wide area. He stressed that there was a power shortage in the Pacific 
Northwest. 

“The Interior Department, in recommending approval of the applications, 
argued that the normal demand for power in the area was growing, that Idaho 
Power was soon to lose the power it had been buying from the Utah Power Co., 
— that the Atomic Energy Commission had created new demand for power in 
the area. 


“It declared that the Idaho Power project was needed by defense industries in 
the area prospective further such industries there. 

“The Senate Interior Committee also approved today construction of the 
$152 million Fryingpan-Arkansas reclamation project to carry water across 
the Rocky Mountains. The bill was substantially the same as that passed by 
the Senate last year, but which died in the House.” 
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Senator Keravuver. Mr. Chumbris, this has a list of the certificates 
to the electric-utility companies ¢ 

Mr. Cuvumeris. It is by State; it has Washington, Oregon, and 
Idaho, and it is through December 31, 1956, and deals with power 
utilities. 

Senator Krravver. Then it only deals with electric utilities? 

Mr. Cuumpris. That’s correct. 

Senator Kerauver. By way of explanation, the amount applied for 
is $1,259 million. The amount granted is $1,228 million. This is a 
very interesting table. It will be made a part of the record. 

Anything else, Mr. Chumbris ? 

Mr. Cuumpnris. I have not further questions. 

Senator Keravuver. Mr. Bolton-Smith ? 

Mr. Boiron-Smirn. Thank you, Mr. Chairman. Congressman 
Ullman, I was interested in your statement that when the application 
of the Idaho Power Co. was granted, the application for accelerated 
tax amortization was pending. I would like to direct your attention 
to a letter which appears in the Congressional Record of May 10, last, 
on page A3590, written by Clyde T. Ellis, general manager of the 
National Rural Electric Cooperative Association, dated April 29, 
1957, in which he states, in effect, that, on April 24, the Federal 
Power Commission authorized the Idaho Power Co. to issue $40 mil- 
lion in short-term promissory notes to finance the construction of the 
dams on the Snake River and on the next day, April 25, the Office 
of Defense Mobilization announced the issuance of accelerated tax- 
amortization certificates to the power company. Is that in accordance 
with your recollection ¢ 

Mr. Utiman. That is correct. It is a significance that this type 
of coordination has been running through a lot of the actions of the 
Federal Power Commission in the last 4 years under the chairman- 
ship of Jerome Kuykendall. 

Mr. Bouron-Smiru. Do you think it was coordinated ? 

Mr. Utieman. That is my opinion; yes. 

Senator Kerauver. Mr. Bolton-Smith, what were those dates / 

Mr. Bouron-Sairn. On April 24, the Federal Power Commission 
authorized the Idaho Power Co. to issue $40 million in short-term 
promissory notes to finance the construction of the dams and on the 
next day, April 25, the ODM issued its tax certificates, according 
to this letter. 

Senator Keravver. That is very interesting. I think the letter 
has been put in the Congressional Record. 

Mr. Bouron-Smirn. Yes; it could speak for itself, if you desire to 
offer it into the record at this hearing. 

Senator Kerauver. Let the letter and the explanation of the Con- 
gressman as it appears in the Congressional Record be printed in our 
record at this point. 

(The document is as follows :) 


Huce Tax WINDFALL FOR IpAHO POWER Co. 


Extension of remarks of Hon. John D. Dingell, of Michigan, in the House of 
Representatives, Friday, May 10, 1957 


Mr. DINGELL. Mr. Speaker, I recently received a letter from the National Rural 
Electric Cooperative Association telling how the Idaho Power Co. is about to get 
a huge windfall from the Federal Government in the form of accelerated tax 
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amortization conferring on that company an interest-free loan of about $30.5 
million, and enabling it to collect a total subsidy of $329 million for the construc- 
tion of the Brownlee and Oxbow Dams. That figure will, of course, be 3 times 
in excess of their total cost and far in excess of the $308 million which would 
be required for full Federal development. 

It is interesting to note that the president of the Idaho Power Co. said that 
the dam was to be constructed with the money of Idaho Power and without a 
cent of cost to the taxpayers of the United States. 

It now appears, however, that his words did not reflect the real situation at 
all. But rather, that the pure capitalistic enterprise of Which he thought so much 
is to be diluted with the taxpayers’ money. It is not necessary to say that it 
would be better that this pure capitalistic enterprise, if it must be carried out 
to the detriment of the people of the Northwest and of the United States, be 
earried out without dilution and not have one socialized cent of the money of the 
Government of the United States or its taxpayers in to corrupt its great capital- 
istic purpose. I insert a letter giving the full facts and hope that the people of 
the United States and the Congress of this great country will give some attention 
to a big steal which is going on in the Northwest. 

The letter follows: 


NATIONAL RURAL ELECTRIC COOPERATIVE ASSOCIATION, 
Washington, D. C., April 29, 1957. 

Dear MEMBER OF ConarREsS: Attached is a copy of a small pamphlet which a 
number of organizations have had produced for the purpose of summarizing the 
issues and the facts in the struggle of our organizations to prevent the Idaho 
Power Co. from destroying almost half of the power potential and other major 
benefits to be had from Federal construction of Hells Canyon dam. 

Since this pamphlet was prepared two absolutely incredible developments have 
taken place, the developments in strange juxtaposition. (1) On April 24 the 
Federal Power Commission authorized the Idaho Power Co. to issue $40 million 
in short-term promissory notes to finance the construction of its dog-in-the- 
manger, run-of-the-river run dams on the Snake River. (2) On April 25, the 
following day, the Office of Defense Mobilization issued accelerated tax amortiza- 
tion certificates to the power company, thereby granting to that company an 
interest-free loan of $30,500,000 and enabling it to collect a total subsidy of $329 
million for the construction of Brownlee and Oxbow dams, three times their total 
cost. This $329 million subsidy contrasts brutally with the $308 million invest- 
ment required for full Federal development, an investment which is not a subsidy 
but repayable in full with interest. 

Under oath, during the Federal Power Commission hearings, R. P. Parry, 
president of the Idaho Power Co. said: “The applicant is here before you asking 
the privilege of constructing solely with its own money and without one cent of 
cost to the taxpayers of the United States a great multipurpose project * * *.” 

In advertisements published all over America, the power companies boasted 
that they would save taxpayers $465 million and that “they (private power com- 
panies don’t have to wait for an act of Congress or for tax money from the 
Treasury.” (See Saturday Evening Post, May 26, 1956, p. 16.) 

That the Office of Defense Mobilization would approve this subsidy on the basis 
of applications pending since 1953, applications for two projects whose relation- 
ship to defense is so remote that it has never been used by the company as a justi- 
fication for FPC licensing almost defies belief. 

There is no justification in the world for destroying close to half the potential 
benefits of the middle Snake River with a $329 million public subsidy when by the 
investment of $308 million, repayable with interest, and without subsidy, we can 
have full development, low-cost power, maximum flood control, and development 
of low-cost phosphate fertilizers. 

Nor is there any reason why the people, or, it seems to me, the Congress, should 
tolerate the kind of interagency collusion which has led to this revolting deal. 

We urge you most strongly to press for quick committee action on the Morse- 
Pfost and other similar bills, get them to the floor, and by a vote of approval tear 
this black and infamous page from the history of this Nation. 

Sincerely, 
CriyveE T. Ev.is, General Manager. 


Senator Keravuver. Anything else, Mr. Bolton-Smith ? 
Mr. Botron-Smrru. That’s all, Mr. Chairman. 
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Senator Kerauver. Congressman Ullman, did I understand you to 
say that the amount not paid as taxes under the rapid amortization 
certificates is available to be paid out as dividends to stockholders? 
Is that what I understood you to say ? 

Mr. Uxtiman. That is my understanding. It is placed in a deferred 
account and is available to be distributed among the stockholders. 

Senator Keravuver. In other words, the subsidy for it, or the savings 
to the company, which, according even to Secretary Humphrey’s 
estimates run into several billion dollars, are available to be paid out 
as dividends for the shareholders ? 

Mr. Unitman. Yes. The $30,500,000 which is the normal 52-percent 
corporate taxation amount of the certificates would be available for 
distribution to the stockholders of the company from this deferred 
account. 

Senator Kerauver. You have made quite a study of this? 

Mr. Utiman. I am not an authority on it, but I have studied this 
problem as a layman for many years. 

Senator Kerauver. We have heard from Congresswoman Pfost, 
who represents the district immediately east of this reach of the Snake 
River, to the effect that consumers there will get no benefit by virtue 
of the rapid tax amortization certificates. You represent the district 
immediately to the west in the State of Oregon ? 

Mr. Utitman. That’s correct. 

Senator Kerauver. Under the laws of the State of Oregon and the 
ruling of the Federal Power Commission, as you understand it, will 
consumers in your area, and in the State of Oregon, which is most 
directly affected, get no benefit in the way of reduced rates by virtue 
of these rapid amortization certificates ? 

Mr. Utiman. They certainly would not. Of course, the irony of 
this whole thing is that the high dam would make available Bonne- 
ville rates, so we would have the base 214-mill rate available in the 
area, but the licensing of the private power companies guarantees us 
rates of 8to 10 millsasa minimum. The private scheme, by canceling 
the threat of any competition, would guarantee us high-cost power 
from here on out. 

Senator Kerauver. Are you familiar with the granting of tax 
amortization to the Washington Water Power Co., in connection with 
the Cabinet Gorge project? 

Mr. Utiman. I understand such certificates were issued. 

Senator Kerauver. Do you know whether or not immediately after 
the issuance of such certificates large dividends were paid out by the 
Washington Water Power Co. ? 

Mr. Utitman. That is my understanding. 

Senator Kerauver. Have you looked into the matter? 

Mr. Utiman. I believe that is correct, yes, sir. 

Senator Kerauver. Mr. Clifford, I believe you looked into that mat- 
ter as counsel for this subcommittee, the year before last? 

Mr. Cuirrorp. In September, 1955. 

Senator Kerauver. Did you have hearings on this matter out in the 
State of Washintgon and Oregon ? 

Mr. Currrorp. Mr. Chairman, they were conducted in the city of 
Washington. 

Senator Keravuver. But the witnesses came from out there? 
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Mr. Crtrrorb. Yes. 

Senator Kerauver. Can you give us some information as to what 
was developed in that hearing ¢ 

Mr. Cuirrorp. Yes. In September 1955 this subcommittee conducted 
hearings on a proposed merger between the Washington Water Power 
Co. and the Puget Sound Power & Light Co. The subcommittee statf 
examined documents of Ebasco Services, Inc., a wholly owned sub- 
sidiary of the Electric Bond & Sare Co. in New York. The staff gath- 
ered documents which are the possession of the subcommittee which 
show that very substantial savings were realized by the Washington 
Water Power Co. upon the advice of Ebasco Services , Inc., and that 
funds subsequently were distributed by Washington in the form of 

tax free dividends. 

Senator Carrott. May I interrupt, Mr. Chairman, to ask a ques- 
tion? Did the tax savings about which you just testified, arise out of 
the fast tax writeoff ¢ 

Mr. Cuirrrorp. Precisely. 

Senator Carrotu. Mr. Clifford, will you and the staff make as brief 
a digest as possible, by way of summary, as what took place at those 
hearings? 

Mr. CLtrrorp. Yes, sir. 

Senator Krrauver. Congressman Ullman, is it true that the Pacific 
Northwest represents the great bulk of the undeveloped hydroelectric 
potential of the United States. 

Mr. Utiman. Yes, that certainly is true. We are fortunate enough 
to have in our borders about 40 percent of the hydroelectric potential 
in America and we have just barely gotten started on the develop- 
ment of our river resources. 

Senator Keravver. Are there proposals pending for the licensing 
of projects on the Columbia River by the Pacific Northwest Power Co. 
and other companies ? 

Mr. Utiman. Yes, sir. 

Senator Keravver. Do you look for issuance of tax amortization 
certificates in those matters as has been done in the case of Idaho 
Power Co., if this law remains as it is? 

Mr. Uiieman. That certainly has been the formula in the past. 
We in the Middle Snake area are the people who are particularly 
suffering from this program that has been undertaken in the last 4 
years by this administration. First the Hells Canyon area was given 
to the Idaho Power Co. for underdev elopment and now in the Hells 
Canyon stretch below the Hells Canyon site the Pacific Northwest 
Power Co. which is a supermonopoly corporation composed of the four 
major utilities in the Pacific Northwest has applied for a further low 
underdevelopment project in place of another high storage dam that 
should be built if we are to get the full potential of the Snake River. 

Senator Keravuver. Is the Pacific Northwest Power Co. an Electric 
Bond & Share subsidiary ¢ 

Mr. Utrman. I understand that Ebasco Services are doing the 
major engineering services for the company. 

Senator Keravver. I mean, is ita company formerly connected with 
them ? 

Mr. Utiman. Three of the companies are former Ebasco companies. 
One of them is not. 
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Senator Kerauver. Are such projects being considered as Bruces 
Eddy, Penny Cliffs, and what others ¢ 

Mr. Utiman. Those are Federal projects on the Clear Water River 
which are quite controversial because of their impact on fish and 
game and recreation in that particular area. In the middle Snake 
the Pacific Northwest Power Co. has applied for licenses for dams 
at Mountain Sheep and at Pleasant Valley and those are the two that 
are presently pending before the Federal Power Commission. As 
you indicated before, my opinion is that under the present formula 
of both the Federal Power Commission and this Administration those 
licenses will be granted for underdevelopment and the tax certificates 
will be issued to help the power companies pay for the projects. 

Senator Keravuver. It seems as if [ read or heard somewhere that 
the Idaho Power Co. originally applied for a license for the 3 low 
dams on the Snake River at Hells Canyon back in 1947 at which time 
there was no rapid amortization law in effect or in force, is that 
correct ? 

Mr. Utiman. Senator, the Idaho Power Co. has shifted its posi- 
tion on the Snake River according to the situation. Back in 1947 
they applied for 1 small project at Oxbow. It started with a low 
dam just backing up the river enough to put it through two tunnels 
that are already in existence and have been obsolete and impractical. 
Then through the years, in 1948 we had a referendum in the State 
of Oregon because Idaho Power Co. wanted to change the hydroelectric 
act in the State so they could build the one dam. During the course 
of the hearing they raised the size of the one dam to the present size 
of Oxbow. After we defeated them in 1948 in a statewide referendum 
they came back and changed their whole program and advocated 5 
small dams and for years we battled them on their program of 5 small 
dams against the full development program of 1 dam. At the time 
that the Federal Power Commission started its hearings in 1952, as 
a matter of fact, the Idaho Power Co. still had its applications pending 
for 5 dams in place of 3 and it wasn’t until after the administration 
changed and Secretary McKay took over that the power company 
again shifted its position and came out with a 3-dam plan. In one 
of these dams they put a token amount of storage because they realized 
they could not possibly go to the people or to Congress or to anybody 
else with a scheme that did not have any storage at all. 

Senator Keravuver. But the point I contell to bring out was that 
as of the time they started applying for the development of this site 
in one way or the other, there was no law authorizing the granting 
of rapid amortization, which would certainly be persuasive in showing 
that they did not feel that any concession or subsidy on the part of 
the Federal Government by way of rapid amortization was necessary 
or essential for their development of this site in whichever way they 
were going to develop it. 

Mr. Utiman. I think that would be true of 1 small dam, but it is 
my feeling that when you get into 3 dams that the financial burden 
is such that they need these tax certificates in order to help them 
finance the cost of the projects. 

Senator Kerauver. So your position is that the program and other 
changes that may be envisioned are going to result in only partial 
development of the resources 
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Mr. Uttman. Piecemeal development. 

Senator Keravver. Of the region and at a tax loss or at a financial 
loss to the Government at the same time. 

Mr. Utiman. These dams are actually costing the taxpayers over 
a period of years more than the high Federal project which would 
give us full development. 

Senator Kreravuver. I think you have covered your points very well, 
Congressman Ullman. 

Mr. Utiman. I appreciate very much the opportunity of appear- 
ing here, sir. 

Senator Krrauver. Senator Murray advised me that he had a state- 
ment when the hearings began this morning. 

Senator Murray, do you now wish to read your statement and let 
it be put in the record immediately following my introductory 
statement ? 

Senator Murray. I have a very brief statement expressing my ap- 
preciation of the invitation to appear here this morning and partici- 
pate in these hearings and promising that I will continue to take 
interest in the efforts of this committee and associate myself with 
them to the fullest extent possible. I will ask that my statement 
be carried in the record. 

Senator Keravuver. It will be done and thank you very much, 
Senator. 

(The statement appears on p. 3.) 

Senator Keravuver. It is necessary that we give up this committee 
room for the Government Operations Committee hearing at 12 o’clock. 
Our next witness is Mr. Clyde Ellis, but I wondered if we had a 
witness who would take just about 15 minutes or do you wish to pro- 
ceed now, Mr. Ellis? 

Mr. Exxis. It is agreeable with me to proceed now or wait. If I 
may ask this of the committee, it is quite important I think that I 
be in Alabama tomorrow I believe the plane leaves at 4:30 this 
afternoon. I don’t know what your plans are for an afternoon hear- 
ing, but the Alabama Power Co. and a group are trying hard to destro 
one of our co-ops down there and there is a meeting tomorrow at whic 
I need to be. 

Senator Kerauver. We had better get you started right now then. 
Then we will try to have a hearing this afternoon to enable you to 
finish. 

All right, Mr. Ellis, you may proceed. 


STATEMENT OF CLYDE T. ELLIS, GENERAL MANAGER, NATIONAL 
RURAL ELECTRIC COOPERATIVE ASSOCIATION; ACCOMPANIED 
BY CLAY L. COCHRAN, DIRECTOR OF LEGISLATION AND RE- 
SEARCH; AND CHARLES A. ROBINSON, STAFF ENGINEER . 


Mr. Exxis. Mr. Chairman, and gentlemen, first may I ask your per- 
mission that the director of our legislative and research department, 
Dr. Clay Cochran and our electrical engineer, Charles A. Robinson, 
join me here before you because I may need to rely upon them for 
some facts and figures. 

My name is Clyde T. Ellis, and I am general manager of the Na- 
tional Rural Electric Cooperation Association, the national associa- 
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tion of the rural electric systems of the country. Over 90 percent of 
all of the rural electric systems are members of our association. They 
are dues-paying members. The rural electric systems serve approxi- 
mately 4 million farms, homes, and rural establishments and furnish 
electric service to approximately 13 million people. 

I am here today to discuss with you the accelerated tax amortiza- 
tion or accelerated depreciation program of the Office of Defense 
Mobilization which we believe operates as a form of subsidy to the 
private power companies, tending to decrease or eliminate competi- 
tion in the electric industry. 

Apparently Secretary of the Treasury Humphrey is also concerned 
along these lines. In his statement before the Senate Finance Com- 
mittee, May 7, 1957, he said: 


* * * when rapid writeoffs are permitted for facilities which will be largely 
used to supply eventual regular civilian demand, there inevitably will be disloca- 
tions and unfair advantages between whole industries—and individual com- 
panies within an industry. 

The staff report of the Joint Committee on Internal Revenue Taxa- 
tion, A Report on 5- Year Amortization of Emergency Defense Facili- 
ties Under Section 168 of the Internal Revenue Code of 1954, states 
on page 28: 

(iv) A striking thing about the tax amortization program in the electric- 
power field is that it is an incentive that operates only for private taxable 
utilities and not for the publicly owned companies. 

The comment could very well have said “and not for publicly or co- 
operatively owned companies.” 

We believe that this or similar subsidies, if long continued will go 
far in obliterating the yardstick effect of the Federal power program, 
local and State nonpr ofit electric systems, and the rural electric sys- 
tems. At this time we are paricularly concerned, we are particularly 
outraged at the recent action of ODM in granting tax sail die 
terest- ~free loans—to the Idaho Power Co. This subsidy at the ex- 
pense of the American taxpayer, will aid the company in raping the 
resources of the Snake River by building 2 or possibly 3 little runt 
dams on that river which will effectively destroy forever almost half 
the potential of the best power- producing section of the river and 
pints power at almost 3 times the cost at which it could be pro- 
duced by a Federal high Hells Canyon Dam. 

Mr. Chairman, section 168 of the Internal Revenue Act of 1954 
under which certain certificates have been issued, particularly those 
issued to the Idaho Power Co., states, in part : 

(a) GENERAL RULE.—Every person, at his election, shall be entitled to a 
deduction wth respect to the amortization of the adjusted basis (for deter- 


mining gain) of any emergency facility (as defined in subsection (d)), based 
on a period of 60 months * * * 





note the word “emergency.” 


(d) DEFINITIONS— 

(1) Emercency Factrity.—For purposes of this section the term “emer- 
gency facility” means any facility, land, building, machinery, or equipment 
or any part thereof, the construction, reconstruction, erection, installation, 
or acquisition of which was completed after December 31, 1949, and with 
respect to which a certificate under subsection (e) has been made. * * * 


(e) DETERMINATION OF ADJUSTED BASIs oF EMERGENCY FactLiry.—* * * 


(1) There shall be included only so much of the amount of the adjusted 
basis of such facility * * * as is properly attributable to such construction 
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(ete.) * * * as the certifying authority, designated by the President by 
Executive Order, has certified as necessary in the interest of national de- 
fense during the emergency period, and only such portion of such amount 
as such authority has certified as attributable to defense purposes. Such 
certification shall be under such regulations as may be prescribed from 
time to time by such certifying authority with the approval of the Presi- 
dent, * .*-¢ 

Mr. Chairman, I should have asked in the beginning and I ask 
now that inasmuch as I have a number of exhibits to offer the com- 
mittee, and since we have I believe only three complete copies of all 
the exhibits, I ask your permission to submit the exhibits as we come 
to them in the statement as a part of the statement. 

Senator Murray. That procedure will be followed. 

Mr. Ex.is. To me the meaning of this section is that the President 
may designate a certifying agency which shall certify only such fa- 
cilities or such part of facilities as are “necessary in the interest of 
national defense.” wi 

I submit that many of the certificates granted by ODM to the pri- 
vate power companies, and particularly those certificates as have been 
granted for the Snake River dams of the Idaho Power Co. do not 
fall within the meaning of this section. 

The criteria established under DPA Regulation No. 1, as amended, 
in accordance with section 168 say, in part: 

SECTION 2. Oriteria for Determination of Necessity. Determination will be 
made by the certifying authority as to whether the construction, reconstruction, 
erection, installation or acquisition of the facility (in whole or in part) is 
necessary in the interest of national defense during the emergency period. 

(a) Material or service required for national defense. In making the deter- 
mination of necessity, a determination will be made that the material or service 
to be produced with the proposed facility is required in whole or in part in 
the interest of national defense during the emergency period. A material or 
service will not be found to be so required unless it is directly required for the 
armed services of the United States or auxiliary personnel for civil defense 
for the Atomic Energy Commission or for any operations or activities in con- 
nection with the Mutual Defense Assistance Act; or unless it is necessary for 
the production of a material or service directly required in the interest of na- 
tional defense during the emergency period; or unless it is otherwise necessary 
in the interest of national defense. 

There are other provisions of the regulations, but this section 
seems to contain the essence of the program. 

Mr. Chairman, I submit that much of this whole program of sub- 
sidy to the private power industry has been in keeping neither with the 
wording nor spirit of the law as set forth in section 168 in the Internal 
Revenue Act of 1954, nor in keeping with the wording and spirit of 
the criteria established by ODM itself. In particular, “T submit, that 
the certificates granted to the Idaho Power Co. partake of the nature 
of constructive fraud, or misfeasance or malfeasance in the adminis- 
tration of this act and are in fact designed to subsidize private monop- 
oly in its drive to waste public resources and eliminate competition in 
the electric industry. 

Mr. Chairman, since I have used rather strong language, the use 
of the term “constructive fraud,” I would like to read to you from 
Black’s Law Dictionary, the fourth edition, published 1951, ‘the para- 
graph dealing with constructive fraud, “Fraud is either actual or 
constructive.” JI am reading from page 789 and I believe you dis- 
tinguished lawyers on the committee will agree that Black’s is con- 
sidered one of the best, if not the outstanding law dictionary. 
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Actual fraud consists in deceit, artifice, trick, design, some direct and active 
operation of the mind. It includes cases of the intentional and successful em- 
ployment of any cunning, deception, or artifice used to circumvent or cheat an- 
other. It’s something said, done, or omitted by a person with the design of 
perpetrating what he knows to be a cheat or deception. Construction fraud 
consists in any act or commission or omission contrary to legal or equitable duty, 
trust, or confidence, justly reposed which is contrary to good conscience and 
operates to the injury of another or as otherwise defined, it is an act, state- 
ment, or omission which operates as a virtual fraud on an individual or which 
if generally permitted would be prejudicial to the public welfare and yet may 
have been unconnected with any selfish or evil design. Or according to Story, 
constructive frauds are such acts or contracts as though not originating in any 
actual evil design or contrivance to perpetuate a positive fraud or injury upon 
other persons are yet by their tendency to deceive or mislead other persons or to 
violate private or public confidence or to impair or injure the public interests 
deemed equally reprehensible with actual fraud. 


Except for the citations that is the paragraph dealing with con- 
structive fraud. And I submit, Mr. Chairman, and I think we shall 
be able to show you that constructive fraud is very probably involved 
in this situation. 

I submit that there has been no evidence produced that these certifi- 
cates are related to the necessities of national defense, and that to 
issue such certificates under the circumstances is, in the language of 
the common man, fraud. 

I submit that there is no evidence that these Idaho Power certifi- 
cates were issued as an “inducement” to the Idaho Power Co. to get 
that company to construct these facilities in the face of the repeated 
assertions by officials of the company that they were prepared to build 
not only 2 but 3 dams with their own money and without costing the 
taxpayer a dime. I submit that on the record the officials of this 
company were prepared to construct these facilities without special 
incentive or subsidy and that to issue certificates providing sub- 
sidies, is, in the language of the common man, fraud. 

I submit that this whole affair appears to be a clear open raid on the 
Treasury of the United States for special interests and designed to 
promote concentration and monopoly. 

In order to make our viewpoint clear, I would like to make a few 
comments about the nature of the rural electric program and the 

roblems which confront us all the time. This, I believe, will show 
ow we have a vital interest in the problem this committee is investi- 
gating. 

A little over 20 years ago only about 10 percent of the farms of this 
Nation had access to modern electric service. Today 95 percent are 
served, as well as thousands of rural schools, churches, rural industry, 
and other institutions which were also without electric service. What 
happened in the interim is pretty well known history. 

Rural electric cooperatives and power districts were organized in 
44 States, and with credit mee by the Rural Electrification Ad- 
inistration they exiended service on a nonprofit basis to about 54 per- 
cent of all farms served in the Nation, including most of those which 
were considered inaccessible because of great distances between farms 
or because of the nature of mountainous or swampy country. Spurred 
by the competition of the nonprofit systems, the private power com- 
panies disregarded their own propaganda that it couldn’t be done, 
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and set about building rural lines, mostly into the cream of the rural 
areas where service was more financially feasible. The main point 
here is that the rural electric systems served as a competitive spur to 
private monopoly and compelled the private power companies to do 
at least a part of the job they had so miserably failed to do down to 
1935. 

Senator Kerauver. Mr. Ellis, our tenure on this room holds only 
until 12 o’clock and the members of the Government Operations Com- 
mittee want to get set up and established so we are going to have to 
desist now. 

I understand that they will carry on for about an hour. I have to 
appear before the Appropriations Committee at 2 o’clock for a brief 
time and will be back, but, we expect that Senator O’Mahoney will be 
able to preside along with Senator Murray and Senator Carroll at 
2 o’clock. 

So we will stand in recess until 2 o’clock at this time. Will that 
enable you to get through in time to leave? 

Mr. Extis. I think so, Senator. 

Senator Keravver. All right. 

We will recess now until 2 o’clock. 

(Whereupon at 12 o’clock a recess was taken until 2 p. m. of the 
same day.) 

AFTERNOON SESSION 


Senator Murray (presiding). The hearing will come to order 
please. Mr. Clyde Ellis will continue his statement. 

Mr. Exxis. Mr. Chairman, the rural electric systems have always 
had difficulties in securing sufficient administrative and loan funds 
for REA which they would in turn lend to the rural electric co- 
operatives and power districts. Although Congress has been very 
kind indeed to the rural electrification program, the rural systems 
have had difficulties in securing adequate supplies of wholesale power 
at prices we could afford to pay, difficulties brought about by power 
company spite-lining and in more recent years by power company 
pirating of our consumers and raiding of our territory, and general 
public relations difficulties arising primarily from the multimillion 
dollar per year propaganda campaigns of the power companies and 
their fronts like the National Tax Equality Association charging us 
directly and indirectly as being recipients of subsidies and proponents 
of “socialism,” creeping or otherwise. 

The allegations of subsidy have been tied primarily to our willing- 
ness to use the people’s credit through REA and to our nonprofit 
status which makes it unnecessary for us to pay profit taxes and of 
course to the fact that the power company monopolies want no com- 
petition of any kind, not even “competition by example” such as the 
rural electrification program. But the allegations of subsidy have 
also connected us with the Federal power program which the utility 
propagandists have attacked so dishonestly and so savagely for years, 
for almost a third of our systems get all or part of their wholesale 
power directly or indirectly from Federal wholesale power agencies. 

Our members and our association have supported the Federal 
wholesale power program, not only as citizens, but as organized elec- 
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tric consumers because it has been a source of low-cost power to us in 
many areas of the country and it has served as a fine yardstick on 
wholesale power costs to many of our systems which have never pur- 
chased a kilowatt-hour of Federal power. 

Power supply to small electric systems is a very big problem. In 
the electric industry as a whole demand for power doubles every 7 to 
10 years. Demand on rural systems is doubling every 4 to 5 years. 
Simply getting enough power is a great problem, but getting it at 
rates we can live with is quite as great—greater even. Our wholesale 

rates range from 3 mills to 2.25 cents per kilowatt-hour. Generally 
the wholesale rate paid by our systems is very closely tied to the av ail- 
ability or proximity of Federal power—because the Federal yard- 
stick has a tremendous influence upon private utility rates despite the 
propagandists’ false insistence that the yardstick is not a perfect 36 
inches. It is still an effective yardstick. (References: Energy Pur- 
chased by REA Borrowers, 18th Annual Report, Rural Electr ification 
Administration, Fiscal Year Ended June 30, 1956 (Bulletin 111-2) 
(also see exhibit 1.1 attached).) 

But the real key to our difficulties, all along the line rests upon the 
very nature of our position in the electric utility industry, an indus- 
try characterized and dominated by giant, franchised monopoly cor- 
porations. 

In this industry we serve almost 8 percent (7.7) of all connected 
consumers; we have 6.2 percent of the total investment in the indus- 
try: but we get only about 4.5 percent of the total revenues. 

‘If you are aware that our systems generate only one-half of 1 per- 
cent of our country’s electric power and that in the industry as a 
whole something like half of the total investment is in generation 
and transmission—and that we are compelled to contr ibute to the ex- 
pense of maintaining and operating a considerable portion of the gen- 
erating and transmission capacity of the private companies—then it 
becomes clearly apparent that our portion of the total revenues of 4.5 
percent as contrasted to 6.2 percent of the total investment is badly 
understated. 

In fiscal 1956, REA borrowers had a total energy input of 19.9 bil- 
lion kilowatt-hours. Energy purchased cost the systems a total of 
$132.4 million. Wholesale power costs represented approximately 
32 percent of their total costs of operation. 

The significance is clear and that is that we are the marginal seg- 
ment of the industry living on the fringes, yet carrying on our func- 
tions of supplying electric service to those areas most difficult to serve 
and functioning as little yardsticks on the quality and cost of electric 
service to every rural family and institution in the countr v. 

It is because of our grim determination to continue to perfor m these 
functions that we are so concerned about the recent trends in Federal 
governmental policy and action, in (1) granting gigantic subsidies 
to the very power companies which already accupy the lush and 
strategic positions in the industry in terms of location density, size 
of operation, integration of facilities and monopoly fr: anchise ; (2) 
the steady drive openly and by stealth to kill off or cripple or increase 
the cost of the output of the Federal power agencies which are to 
us both a source of wholesale supply and a yardstick affecting the 
cost of wholesale power furnished by private power companies; and 
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(3) the apparent insistence of certain Federal agencies, for example, 
the Federal Power Commission, on serving the power monopolies 
rather than the public interest, and at our expense. 

It’s probably not necessary in discussing the matter with this par- 
ticular committee to go into details on the operation of the accelerated 
amortization program, but for the record we would like to insert 
certain exhibits indicating the size of the subsidies to the private 
power companies under this program, the manner in which such 
subsidies are computed, the recipients of such subsidies by name of 
company up through July 11, 1956. 

Exhibit 1 shows the amounts of investment approved for accel- 

‘ated amortization, the estimated interest-free loans covered by 
certificates, and the total estimated subsidy to the private companies 
based on a plant life of 3314 years. 

Exhibit 2 indicates the methodology of arriving at the amount of 
interest-free loans and subsidies per million dollar certificate. 

Exhibit 3 shows the detailed mathematical calculations behind 
exhibit 2. 

“xhibit 4 is identical with exhibit 2 except that it deals with an 
assumed plant life of 50 years. 

Exhibit 5 is the supporting mathematical data for exhibit 4. 

Exhibit 6 shows the estimated value of accelerated amortization 
certificates by State. 

Exhibit 7 shows the estimated value of accelerated amortization 
certificates by individual power company. 

An examination of the exhibit inserted in the power policy hearings 
of this committee page 742, by Mr. Stietenroth will indicate the 
Ebasco Services, Inc., computes advantages in much the same way. 

We have been’ gre itly concerned over these subsidies for a number 
of years. 

Those are the exhibits which the Chair this morning gave me 
permission to insert in the record, and [ shall take this opportunity 
to do so. 

Mr. Currrorp. Because there is some doubt as to how long Mr. Ellis 
will be able to be with us this afternoon, I would request that you 
may order or direct that all of the exhibits which he has tendered here 
be incorporated in the record. 

Senator Murray. That will be done. All the exhibits that you 
have reference to will be incorporated. 

Mr. Exuis. Thank you, 

(The documents are as follows:) 


ExHIsit No. 1 


TABLE 52.—Total accelerated amortization certificates granted by the Office of 
Defense Mobilization to electric utilities from June 9, 1951, through July 11, 
1956, and estimates of total interest-free loans and total subsidies available to 
holders of certificates * 


Amount approved for accelerated amortization ?7___.____________ $3, 146, 932, 585 
Interest-free loans *.........2....-%..esle9 Jemigubel i ...oi 1, 390, 044, 203 
Total estimated subsidy *.i... Al kh ed 4, 720, 398, 877 

1 Source: Official releases ODM. Computations by Eleetric Consumers Information 
Committee, 


2ODM certifies all or part of planned construction for accelerated depreciation. This 
column shows total approved for such depreciation—not the total value of the faciilties 
planned. 


3 See tables 53 and 54 for method used in estimating interest-free loans. 
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CHART 51 
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EXxuHrsit No. 2 


TABLE 53.—EHstimated benefits accruing to a commercial electric corporation on 
each accelerated tax amortization certificate of $1 million* 


‘Tose Valine Of Ge re ae $1, 000, 000 
Depreciation allowance per year based on certificate_____________-~- 200, 000 
Less normal 3 percent depreciation (assumes average life of facilities 

Sk Ea cee wd twee artesian oh gianni 30, 000 
pecans Gensetietien. ner eer. ..5.5s465-5= 5 + -- ---- 170, 000 
Tax savings for 1 year (52 percent of excess depreciation allow- 

a a ae when eae one 88, 400 
en eee eneeees for S seers. an) ee ~~ * 442, 000 
Plus 6 percent interest compounded over estimated 3344-year life 

chime *1, 502, 564 
Less deferred taxes assumed to be payable (payable over 2344-year 

NN cc a ee tet crete meme ens et 442, 000 
Net benefits accruing to the corporation over a 3314-year period____ * 1, 502, 564 


1 Assumptions, investment $2,000,000 total period of amortization and depreciation, 
“== years. Amount subject to 5-year amortization (50 percent), $1,000,000. 

2 Referred to as deferred taxes or interest-free loan. 

3 See table 54 for computations. 

* Total benefits or subsidy. 


Notre.—A short method for computing the amount of interest-free loan is to multiply 
0.442 times the amount amortized, and a similar way to compute the total subsidy is to 
take 1.502564 times the amount amortized. 
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Chart 52 


COMPARISON OF SUBSIDIES TO PRIVATE POWER COMPANIES 
ACCRUING UNDER SECTION 168 OF THE INTERNAL REVENUE CODE 
AND REA LOANS ADVANCED 


Estimated Subsidies 
Accruing to Private 


Electric Companies 
$4.72 Billion 






Total 


REA Loans 
Advanced 


$2.76 Billi 


Loans 


$1.39 Billion 


SOURCE ELECTRIC CONSUMERS INFORMATION COMMITTEE 
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ExursiT No. 3 


TaBLe 54.—Computation of total benefits derived by commercial electric corpo- 
ration on an accelerated amortization certificate of $1 million 

















Cumulative 6 percent Interest free Deferred | Net benefits 
Year total benefits| interest per loan ! taxes paid 2 each year 
annum 
(Bic Lige adel tenes akedet ates ethnnésveNiiedackoce sans eee $88, 400 
$88, 400 $5, 304 Ay eee 93, 704 
182, 104 10, 926 NE cnet 99, 326 
281, 430 16, 886 ne 105, 286 
386, 716 23, 203 RE Sicduiccxetaonees 111, 603 
498, 319 RR A oe $15, 600 14, 299 
512, 618 a 15, 600 15, 157 
527, 775 oo aay 15, 600 16, 066 
543, 841 SE dbbdiadascs. 15, 600 17, 030 
560, 871 Se 15, 600 18, 052 
578, 923 i i a aes 15, 600 19, 135 
598, 058 PE Vicon sckcbhawn on 15, 600 20, 283 
618, 341 Bap NO Reis x eects 5 eel 15. 600 21, 500 
639, 841 i eee wietcanades 15, 600 22, 790 
662, 631 ee aismmagints 15, 600 24, 158 
686, 789 ee | 15, 600 25, 607 
712, 396 | ees | 15, 600 27, 144 
739, 540 No a 15, 600 28, 772 
768, 312 Ce ai is dscns | 15, 600 30, 499 
798, 811 ES Se eee 15, 600 32, 329 
831, 140 i loniid thcclcnantiaicanarss 15, 600 | 34, 268 
865, 408 a a 15, 600 36, 324 
901, 732 nea ange 15, 600 38, 504 
940, 236 ate 15, 600 40, 814 
981, 050 TD de cewccnconas | 15, 600 43, 263 
ee 1, 024, 313 i 15, 600 45, 859 
il i.g-dena-sinncnicmaweiocseenn aie 1, 070, 172 ete aie 15, 600 48, 610 
Se a Se 1, 118, 782 Oo es oon 15, 600 51, 527 
I: 5 aeinnnsi arenes soemabiseninialmnaalonmeaiies be 1, 170, 309 EE 15, 600 54, 619 
iis hidesasecisidsah astcesiaimeesenelalaminaraialial aloes 1, 224, 928 73, RN oo stemsineouetuii | 15, 600 57, 896 
BE sha ensiecsns nacsssinineoes se iain: 1, 282, 824 76, 969 |_ | 15, 600 | 61, 369 
__ RSPR AE 1, 344, 193 a eal 15, 600 | 65, 052 
I 1, 409, 245 i 7 aaa --| 15, 600 | 68, 955 
| ee El eae 1, 478, 200 ETE occa numanncm 5, 200 | 24, 364 
| — — - }—_—___— — ee eee 
WOE. .cinccdhineebtawacuan! 1, 502, 564 | 1, 502, 564 442, 000 | 442, 000 | 1, 502, 564 











1 Federal corporation income taxes deferred. 

2 Deferred taxes assumed to be payable after facilities have been depreciated 100 percent. 

3 On assumption of 33% years as average life of facilities, interest, taxes and net annual benefits are reduced 
to 44 for 34th year. 


ExHrsiT No. 4 


TaRBLe 55. —Estimated benefits accruing to a commercial electric corporation 
under accelerated tax amortization certificates 


(Assumptions: Investment, $2,000,000. Total period of amortization and de- 


preciation, 50 years. Amount subject to 5-year amortization (50 percent), 
$1,000,000) 


een Sale Gee 1ne0eO 8. |. eens $1, 000, 000 
Depreciation allowance per year based on certificate____________--_- 200, 000 

Less normal 2 percent depreciation (assumes average life of 
ESD 8 rs kn me 20, 000 
papas Geese Fear... ee... news = 000 
Tax savings for 1 year (52 percent of excess depreciation allowance) - 93, 600 
ey Sa ee ee NT a ret ~~~ ees 468, 000 

Plus 6 percent interest compounded over estimated 50-year life of 
Nee as aptiptineri co certain soicoeaniesh anime 5, 050, 588 

Less deferred taxes assumed to be ‘payable (payable over 45- 
EEE EE eee ee ee 468, 000 


Net benefits accruing to the corporation over a 50-year period__-_-_- 5, 050, 588 


Note.—A short method for computing the amount of interest-free loan is to multiply 
0.468 times the amount amortized, and a similar way to compute the total subsidy is to 
take 5.050588 times the amount amortized. 
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EXHIBIT No. 5 


TABLE 56.—Computation of total benefits derived by commercial electric corpora- 
tions for an accelerated amortization certificate of $1 million 














| Cumulative 6 percent Interest free Deferred Net benefits 
Year | total benefits| interest per | loan ! taxes paid? | each year 
annum | 
| | 

Miscay-nith<ut.uchs owes hdebessaicnh ceed DON 6 | jeneanssen | $93, 600 }.-...-.------- $93, 600 
DS, Seunsinh Bie csces Midna $93, 600 | $5, 616 | WE OE. Cantera ac acctin 99, 216 
Bios aan : a 192, 816 | 11, 599 | ORME eos reaceencia 105, 199 
ee 298, 015 | 17. 881 | 93, 600 |__ eid 111, 481 
Boca 409, 496 24, 570 | 93, 600 | see 118, 170 
Otn cis : Lcut 200 Sues 8 527, 666 31, 660 |---.- -| $10, 400 21, 260 
Pi. Pee c ie stu we ’ 548, 926 | $2,006 |......... us 10, 400 | 22, 536 
Csici2i5 us eye 571, 462 ace 10, 400 | 23, 888 
Oaii dee ste Re EO 595, 350 | 35, 721 | 10, 400 25, 321 
105 xc ai Maney eh | 620, 671 | 7 ln cundnts 10, 400 | 26, 840 
Ba seu. SATS SED 647, 511 | BR RAs sent tie 10, 400 | 28, 451 
iat. utibawk 675, 962 40, 558 |. .-.---- 10, 400 30, 158 
Biss ces eererery? es 706, 120 42, 367 . 10, 400 31, 967 
Mie io ‘ ‘ 738, 087 44,285 |___- 10, 400 33, 885 
Medi 5 Bde an 771, 972 | 46, 318 icin 10, 400 35, 918 
iets ll ws 807, 890 | 48, 473 |__-.-_- 10, 400 38, 073 
Wes sss ; aah 845, 963 | cy, Gea 10, 400 40, 358 
Bi. 56 is ean 886, 321 | 53, 179 |.----- 10, 400 42, 779 
Os 245. E 929, 100 55, 746 | 10, 400 | 45, 346 
Wis ax ; ‘ 974, 446 | 58, 467 |..---- 10, 400 48, 067 
Misa ca Biirn bs et 1, 022, 513 | 61,351 |--. 10, 400 | 50, 951 
22... G3 ck 1, 073, 464 64, 408 | ; 10, 400 54, 008 
23... 3 ah 1, 127, 472 67, 648 10, 400 | 57, 248 
1, 184, 720 71, 083 |_-- 10, 400 | 60, 683 
ss 1, 245, 403 | 74, 724 ; 10, 400 | 64, 324 
, ee 1, 309, 727 | 78, 584 |_---- 10, 400 68, 144 
iz. 1, 377, 911 | 82, 675 |__. 10, 400 72, 275 
28. _- 1, 450, 186 87,011 | 10, 400 | 76, 611 
ss. 1, 526, 797 91, 608 | ‘a 10, 400 | 81, 208 
ai 1, 608, 005 | 96, 480 10, 400 | 86, 080 
1, 694, 085 101, 645 | 10, 400 | 91, 245 
32. 1) 785, 330 | 107, 120 , 10, 400 | 96. 720 
s.2 1, 882, 050 | 112, 923 ; 10, 400 102, 523 
34 1, 984, 573 | 119, 074 |_--- 10, 400 108, 674 
35... 2, 093, 247 | 125, 595 = 10, 400 | 115, 195 
36. 2, 208, 442 132, 506 10, 400 122, 106 
Wass 2, 330, 548 139, 833 |__.___- 10, 400 | 129, 433 
38 2, 459, 981 147, 599 |__. 10, 400 | 137, 199 
39___ 2, 597, 180 155, 831 | 10, 400 | 145, 431 
40. 2, 742, 611 164, 557 |_...... 10, 400 | 154, 157 
41__. 2, 896, 768 173, 806 10. 400 | 163, 406 
42_. 3, 060, 174 183, 610 10, 400 | 173, 210 
43__ 3, 233, 384 194, 003 | _- s 10, 400 | 183, 603 
44. 3, 416, 987 205, 019 10, 400 | 194, 619 
45... 3. 611, 606 216, 696 s 10, 400 | 206, 296 
46... 3, 817, 902 229, 074 10, 400 | 218, 674 
47__. 4, 036, 576 242, 195 : 10, 400 | 231, 795 
Qi4 4, 268, 371 256, 102 |....-- 10, 400 | 245, 702 
49... 4, 514, 073 270, 844 10, 400 | 260, 444 
50... 4, 774, 517 286, 471 10, 400 | 276, 071 
Total... 5, 050, 588 5, 050, 588 468, 000 | 468, 000 | 5, 050, 588 


1 Federal corporation income taxes deferred. 
? Deferred taxes assumed to be payable after facilities have been depreciated 100 percent. 
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TABLE 57.—Estimated value of accelerated-depreciation certificates, interest-free 
loans, and other subsidy benefits to private electric companies from June 9, 


1951, through July 11, 1956 


[Application under the electric power goal was suspended on Dee. 3, 1953, reopened in April 1955 and closed 
again on Jan. 1, 1956] 





| 
| Amount | 
State | certified for 

| accelerated 

| depreciation 
pO Ee 2 Ee re) ee | $52, 539, 226 | 
pS NR ee) ee ee ee ee oe 11, 688, 700 
wees. . 255 82k. Seis p CU Pbutwaereceei aaghaee 33, 812, 000 | 
CR SER EN cacti ecswereewwses aced- bea cn’ 312, 200, 799 
SNE. oc cc SC EL eet webct apttedecccowsqmd~ ube 29, 932, 350 | 
Gemiectiout ...-52-.2.....-2--=- a 43, 356, 727 
RNG. cosh anh cceseeeiereveu~ ne a see la 28, 136, 000 | 
BR. 26s) SEER Races coms ee towed cnxgung dbp secces 82, 621, 365 | 
GR. coc cs cb deeb tet ctccuc eens é<ccpedakenes 5 | 60, 322, 554 
| a he Fed eal put ntatandape eabitdia © | 10, 971, 000 
RS SS ee eee eet ee ee | 77, 927, 273 
Rc ccchar nba busonecuedewss occenet bes 130, 048, 870 
NE oc ccc anee Ot idee cc dieenccncacscwen ths see 31, 820, 698 
OD. 55. cbceeesep ate ccetc. ‘ sagen ten 47, 987, 160 
EY cot Sine ape ccecec alates csencknwagecets 8, 707, 905 
ESS ee sisieds babubs 71, 924, 862 
a | eS ee | 28, 119, 628 
NE... ow Sede shtcad coke ueece vie Ghee oe 33, 209, 400 | 
Massachusetts esr cevdaneeaes 26, 711, 57! 


Michigan 
Minnesota 
Mississippi - -- 
Missouri 
Montana - -- 
Nevada -__- 

New Hampshire 
New Jersey - 

New Mexico-_- 
New York 

North Carolina- 
North Dakota - 
Ohio 

Oklahoma - - 
Oregon 
Pennsylvania 
South Carolina --- 
South Dakota . 
Tennessee _._- 
Texas 
Ec ccncnsun 
Vermont_.......-- 
ac wecnsu nk 
Washington ----_- 
Washington, D.C 
West Virginia_- 
Wisconsin 
Wyoming 


United States total--.--.__. 


122, 167, 926 
3Y. 








286, 000 


43. 309, 
24. 045, ¢ 
1 65, BS4, 5 


, 235 


531 
73, 448 
63, 605 
184, 316 
44,335 


899 


3, 934, 
2, 594, 337 


3 
2 
1, 664 
1, 402 
170, 306 
94, 173 


6, 399, 
148, 559, 5: 
33, 979, 
14, 917, ! 


1 
3, 040, 
1 


3, 146, 932, 5 


. O68 


7, 694 


, 435 


944 
ono 
, 33 
600 
693 
, 026 
014 
5 \) 


YOS 


, 640 
, 000 
, 691 
, 050 





Source: Electric Consumers Information Committee. 


Amount of | Total subsidy 
interest-free | up to 3344 years 


loan at 6 percent 
$23, 222, 337 | $78, 808, 839 
5, 166, 405 17, 533, 050 
14, 944, 904 | 50, 718, 000 
137, 992, 752 468, 301, 198 
13, 230, 099 44, 898, 525 
19, 163, 672 65, 035, 090 
12, 436, 112 42, 204, 000 
36, 518, 643 123, 932, 047 
26, 662, 569 90, 482, 831 
4, 849, 182 16, 456, 500 
34, 443, 765 116, 890, 609 
57, 481, 600 195, 073, 304 
14, 064, 748 47, 731, 047 
21, 210, 325 71, 980, 740 
3, 848, 804 13, 061, 857 
31, 790, 790 107, 887, 293 
12, 428, 875 42, 179, 441 
14, 678, 555 49, 814, 100 
11, 806, 514 40, 067, 356 






183, 251, 888 


17, 407 59, 076, 102 
14, 748, 521 50, 051, 541 
33, 471, 968 113, 592, 652 
5, 430, 390 18, 429, 000 
2, 312, 920 7, 849, 275 
14, 650, 532 49, 719, 000 
19, 142, 578 64, 963, 500 
10, 627, 994 36, 067, 855 
73, 320, 955 248, 851, 011 
22, 646, 288 76, 853, 909 
1, 343, GRO 4 560, 000 
164, 216, 847 557, 296, 998 
32, 464, 282 142, 637, 182 
28, 113, 716 95, 408, 540 
81, 467, 683 276, 491, 486 


19, 506, 076 





89, 546, 698 
735, 771 


619, 684 


), 960 
3, 000 





5, 558 O36 

, 497 , 605 

28, 358 9, 500 

3, 313 222, 839, 301 

, 718 | 50, 968, 500 

535 22, 376, 250 

1, 390, 944, 203 4, 720, 398, 877 
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EXHIBIT No. 7 





TABLE 58. 


1951, through July 11, 1956 


Estimated value of accelerated-depreciation certificates, interest-free 
loans, and other subsidy benefits to private electric companies from June 9 


, 


[Application under the electric power goal was suspended on Dec. 3, 1953, reopened in April 1955, and 
closed again on Jan. 1, 1956] 


} 





Alabama Power Co 

Appalachian Electric Power Co_- 
Arizona Edison Co., Ine_. 
Arizona Public Service Co 
Arkansas-Missouri Power Co. 
Arkansas-Power & Light Co. 
Atlantic City Electrie Co- 

Basin Light & Power Co________- 
Black Hills Power & Light Co-_. 
Boston Edison Co. f a abs 
California Electric Power Co-_- ee oles nee | 
California-Oregon Power Co____- oS 55. | 
Carolina Power & Light Co___- Mod) cee aren 
Central Arizona Light & Power Co____- is : | 
Central Hudson Gas & Electric Corp__.._..._..-_..----| 
Central Illinois Electric & Gas_. pete St iee 
Central Illinois Light Co_- - | 
Central Illinois Public Service Co 
Central Kansas Power Co 
Central Louisiana Electrie Co., Ine 
Central Maine Power Co-.- 

Central Power & Light Co. (Texas) ___- 
Central Vermont Public Service Corp 
Cincinnati Gas & Electric Co 
Citizens Utilities Co 

Cleveland Electric Illuminating Co- 
Colorado Central Power Co. 
Columbus & Southern Ohio Electric Co- 
Commonwealth Edison Co- 

Connecticut Light & Power Co 

Connecticut Power Co-- 

Consolidated Edison Company of New York. 
Consolidated Gas & Electric (Mary eT bac : 





Consumers Power Co- 

Dallas Power & Light Cc 0 

Delaware Power & Light Co 

Derby Gas & Electric Co. (Connecticut) 
Detroit Edison Co 

EE] Paso Electric Co 

Electric Power, Inc. (Connecticut) _- 
Empire, District Flectric Co. (Kansas) 
Florida Power & Light Co 

Florida Power Corp 

Frontier Power C 0. (Colorado) 
Georgia Power & Light Co 

Georgia Power Co 

Gulf Power Co 

Gulf States Utilities (Texas 

Hartford Electrie Light Co 

Houston Lighting & Power Co 

Idaho Power Co 

Illinois Power Co 

Indianapolis Power & Light Co 
Indiana & Michigan Electric Co- 
Iowa Electric Light & Power Co. 
Jowa Illinois Gas & Electric Co 

Iowa Power & Light Co-. 

Iowa Public Serviee Co 

Iowa Southern Utilities Co 

Kansas City Power & Light Co-- 
Kansas Gas & Electrie Co 

Kansas Power & Light Co 

Kentucky & West Virginia Power Co 
Kentucky Power Co 

Kentucky Utilities Co 

Kingsport Utilities, Inc 

Knoxville Power Co 

La! e Snnerior District Po ver Co 
l.one Island Lig’ ting Co. (Nev York) 
Louisiana Power & Li 





13, 109, 594 


9, 240, 132 | 


33, 563, 193 
48, 695, 755 


46, 200 | 
, 385, 200 | 


, 330, 200 


| 





, 705, 000 | 
, 187, 000 
, 748, 300 | 


27, 300, 453 
22, 286, 300 
1, 187, 000 
46, O18, 145 
739, 940 
83, 711, 245 


4 

4 

5, 378, 000 | 
1 

1 
11 


766, 350 | 


19, 509, 750 
39, 481, 000 
12, 808, 537 


57, 512, 250 


, 905, 750 | 


24, 939, 000 | 


51, 559, 943 
21, 489, 000 
28, 136, 000 
150, 000 
68, 478, 983 
7, 308, 000 
3, 904, 000 
9, 106, 100 
43, 440, 000 
28, 513, 200 
198, 000 
212, 000 
60, O85, 554 
10, 693, 165 
26, 196, 000 
19, 675, 000 
37, 745, 893 
10, 827, 000 
19, 472, 775 
19, 430, 12% 
53, 859, 348 
6, 541, 000 
1, 713, 700 
14, 972, 700 
5, 128, 098 
4, 460, 360 
8, 144, 550 
3, 710, 950 
7, 848, 000 
835, 000 
780, 000 
6, 031, 000 
655, 942 
§10, am 

1, 148, 09 
27, 687, 000 


‘ 
1) 197 7 
OU, l2i, 7 t 


5, 794, 440 
4, 084, 138 
14, 834, 931 
21, 523, 524 
20, 420 


1, 938, 258 | 


1, 913, 860 
2, 377, 076 
753, 610 
524, 654 

5, 192, 749 
12, 066, 800 
9, 850, 545 
524, 654 
20, 340, 020 
327, 053 





37, 000, 370 | 


, 727 


, 373 
, 341 
, 414 





23, 309 | 
50, 602 | 


11, 023, 038 | 


22, 789, 495 


9, 498, 138 | 


12, 436, 112 
66, 300 

30, 267, 710 
3, 230, 136 











1, 725, 568 | 
4, 024, 896 
19, 
12, 


Amount Amount of Total subsidy 
certified for interest-free | up to 334 years 
accelerated loan |} at 6 percent 
depreciation | 

$52, 539, 226 $23, 222, 337 78, 808, 839 

e 159, 519, 334 70, 507, 546 | 239, 279, 001 

66, 000 | 29, 172 99, 000 

Sania | 11, 300, 000 4, 994, 600 16, 950, 000 

71, 000 | 31, 382 106, 500 

Ae deh S uel ie decuisieibuhtn santian’ 33, 812, 000 14, 944, 904 50, 718, 000 
7, 625, 000 3, 370, 250 11, 437, 500 

o is 66, 750 29, 503 | 100, 125 

& 69, 502 | 30, 720 104, 253 


19, 664, 391 
13, 860, 198 
50, 344, 790 
73, 043, 625 
69, 300 

6, 577, 800 
6, 495, 000 
8, 067, 000 
2, 557, 500 
1, 780, 500 
17, 622, 450 
40, 950, 679 
33, 429, 450 
1, 780, 500 
69, 027, 217 
1, 109, 910 
125, 566, 867 
1, 149, 525 
29, 264, 625 
59, 221, 500 
19, 212, 805 
2, 858, 625 
86, 268, 375 
37, 408, 500 
77, 339, 914 
‘ 3, 500 
, 000 
5, 000 
, 474 
)2, 000 
56, 000 
, 150 
, OVO 
2, 769, 800 
, 000 
8, 000 
128, 331 
, 747 
, OO 
. 500 
840 





6, 690, 540 
42, 216, 825 
Qn’ ne 





41. 530, 500 
45,191, 568 
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Taste 58.—Hstimated value of accelerated-depreciation certificates, interest-free 
loans, and other subsidy benefits to private electric companies from June 9, 


1951, through July 11, 1956—Continued 





Name of company 


Amount of | Total subsidy 
up to 3344 years 
at 6 percent 





Maine Public Service Co 
Marietta Electric Co_____- * 

Michigan Gas & Electric Co ___- 
Minnesota Power & Light Co__-- 


Mississippi Power & Light Co __- Sido tihiod a 
i a ; 
Missouri Public Service Co-__- 
Monongahela Power Co-_-___._._.__-- é 
Montana-Dakota Utilities Co 
Montana Power Co __- 
Nantahela Power & Light Co. 
New England Power Co .__- 
New York State Electric & Gas C orp-- 

Niagara Mohawk Power Corp_...__._--__-_---- 
Northern Indiana Public Service Co_____- 
Northern State Power Co. (Wisconsin) - __ 
Northern States Power Co. (Minnesota) 
Northern Virginia Power Co__- ‘ 
Ohio Edison Co... _.-- 

Ohio Power Co-__-__-_-- 

Oklahoma Gas & Electric Co- 

Pacific Gas & Electric Co i 

Pacific Power & Light Co-_--- 
Pennsylvania Electric Co 

Pennsylvania Power & Light Co---- 
Pennsylvania Power Co--- 
Pennsylvania Water & Pow er Co 
Philadelphia Electric Co __- 
Portland General Electric Co 
Potomac Edison Co---- 

Potomac Electric Power Co 
Potomac Light & Power Co_--. 
Public Service Company of Colorado - - 
Publie Service Company of Indiana, Inc 
Publie Service Company of New Hampshire _- 
Public Service Company of New Mexico_-- 


Public Service Company of Northern Mlinois..-__-.--__| 


Public Service Company of Oklahoma._____- 

Public Service Electric & Gas Company of New Jerse y 
Rockland Light & Power Co______--- 

South Carolina Electric & Gas Co- 

South Carolina Generating Co 

South Indiana Gas & Electric Co 

South Penn Power Co-- 

Southern California Edison Co- --- 

Southern Nevada Power Co_. 

Southwestern Gas & Electric Co 

Southwestern Public Service Co. 

Texas Electric Service Co_____--- j 

Texas Power & Light Co_____-__--- : 

Toledo Edison Co-.--_...-..------ 

Union Electric Company of Missouri 

Union Electric Power Co. (Missouri) - 

Union Light, Heat & Power Co_. -__--- 

United Iluminating Co__.___-_.__-._---- 

Upper Peninsula Power Co_- 
Utah Power & Light Co-_.__-......--.----- 
Virginia Electric & Power Co_____-_- 
Washington Water Power Co_- 
West Pennsylvania Power Co 
West Texas Utilities Co- 
Western Light & Telephone Co_ 
Western Massachusetts Electric Co 
Wheeling Electric Co__-_-.__---- ok 
Wisconsin Electric Power Co_--__--------- 
Wisconsin-Michigan Power Co-_--------_---- 
Wisconsin Power & Light Co bib hides 


United States Gotel..........J.2i2.2.-....- 








Source: Electric Consumers Information Committee. 
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000 
724 
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000 
000 
014 
000 
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850 
850 
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000 
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138 
905 
000 
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081 
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000 
000 
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| depreciation 
| 
| 
$819, 175 | $362, 075 
49, 000 21, 658 
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2, 278, 952 
13, 119, 610 


11, 460, 176 | 


18, 106, 117 
197, 132 
276, 692 


9, 825, 660 | 
28, 288 | 


19, 294, 184 
82, 314, 880 


13, 429, 419 | 
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35, 390, 
10, 719, 
26, 213, 
2, 164, 
2, 993, 
23, 366, 
13, 278, 
6, 853, 
7, 690, 
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12, 803, 
23, 268, 084 
6, 035, 
3, 366, 
381, 


19, 034, 
15, 772, 
4, 158, 
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785 
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6, 997, 
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Exuisit No. 8 


CLYDE T. ELLIS’ STATEMENT MAy 17, 1957, BEFORE THE FEDERAL POWER 
CoMMISSION 


(Docket No. R-126) 


In the Matter of Amendment of Uniform System of Accounts Prescribed for 
Public Utilities and Licensees and Natural-Gas Companies and of Annual 
Reports, Forms Nos. 1 and 2, To Provide for Accounting and Reporting of 
Provision for Future Income Taxes Resulting From Accelerated Amortization 


BRIEF OF NATIONAL RuRAL ELECTRIC COOPERATIVE ASSOCIATION 


STATEMENT OF THE CASE 


This brief is submitted in response to the notice of proposed rulemaking, 
issued by the Federal Power Commission on June 16, 1953, and the notice of 
extensions of time, dated July 30, 1953. 

In these notices, the Federal Power Commission proposes to make certain 
changes in its uniform system of accounts to reflect the income-tax savings, and 
resulting increase in net income, arising out of the certificates of accelerated 
amortization received by electric-utility companies. Interested persons were 
invited to submit their yiews and comments. This brief is therefore submitted 
by the National Rural Electric Cooperative Association, the national service 
organization of the rural electric cooperatives and power districts. It will 
supplement the statement filed with this Commission on March 5, 1953, by Dr. 
Clay L. Cochran, economist, on behalf of the National Rural Electric Coop- 
erative Association. 

Introduction 


The outbreak of the Korean conflict required an immediate and substantial 
increase in the defense potential of the country. New plants had to be built 
and existing plants enlarged—and this had to be done without regard to whether 
or not those new and additional facilities would have any use after they had 
performed their defense functions. The Government desired that this needed 
construction be financed by private funds to the fullest extent possible. The 
private investor could hardly be expected to invest in facilities which might 
have only a short useful life unless he was protected against that possibility. 

Congress therefore enacted section 124A of the Internal Revenue Code. 
Under the provisions of that section a facility which was being built for defense 
needs could be fully amortized in a period of 5 years; or, rather, since most 
of these facilities could be expected to have at least some economic use beyond 
those of defense, that proportionate part or percentage of the facility which was 
being built primarily for defense purposes could be amortized in 5 years. Thus 
the responsible agency of the Government could determine what percent of the 
total cost of the plant was attributable to purposes of defense and a certificate 
of accelerated amortization would then be granted for that amount. 

The company obtaining the certificate could then amortize—or depreciate— 
for tax pu' poses 20 percent of the amount of that certificate for each of 5 years, 
At the end of 5 years it would have deducted from its gross income for those 
5 years 100 percent of the amount of the certificate. It would have saved, in 
taxes, all of the taxes on that part of its income by which the 20 percent 
accelerated amortization exceeded its normal rate of depreciation. Thus, if the 
normal rate of depreciation was 3 percent a year, the company wouid have been 
allowed extra depreciation of 17 percent a year of the amount of its certificate, 
wnd it would thereby have saved the taxes that would have been due on that 
17 percent. 

It is true that after this 5-year period there will be no further depreciation 
permitted. As a result, assuming tax rates remain the same, a corporatien 
holding a certificate will have to pay siightly more taxes. Nevertheless, huge 
amounts of increased profits are involved in these certificates of accelerated 
amortization. The question is: What shall be done about these huge increased 
profits of electric utility companies? 
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Statement of importance of problem to National Rural Electric Cooperative 
Association and its position 

The National Rural Electric Cooperative Association is vitally interested in 
the proper disposition of this problem. National Rural Electric Cooperative As- 
sociation is the national service organization of the rural electric cooperatives 
and rural power districts of the country. Of the 1,071 Rural Electrification Ad- 
ministration borrowers serving more than 4 million consumers, 899 systems serv- 
ing approximately 3.5 million consumers are members of the National Rural Elec- 
tric Cooperative Association. Rural Electrification Administration borrowers 
in fiscal year 1952 purchased more than 5,749,553,431 kilowatt hours of electric 
energy from commercial power companies at a cost of over $61 million. Obviously, 
therefore, National Rural Electric Cooperative Association, on behalf of its 
members, has a vital interest in preventing overcharges of customers of the 
electric utility companies. 

The electric utility companies are monopolies, selling a product or service 
which the people must have. Their customers are compelled to pay rates which 
give these companies enough money to pay all of their expenses—including taxes— 
and a reasonable profit as well. Therefore, any ruling or procedure which will 
give the companies more than a reasonable profit will also mean that the 
customers are being overcharged. And the law prohibits the imposition of rates 
which involve overcharges of the customer. 

It is true that the present proceedings before this Commission are limited 
to a consideration of certain accounting changes proposed by the Commission. 
These changes are apparently intended to reflect only the principal amounts 
which the electric-utility companies will be able to withhold from their normal 
taxpayments during the 5-year period of accelerated amortization, and their 
later use for increased taxes. It is submitted, however, that accounting pro- 
cedures must bear a direct relationship to the facts of the case, and to the law 
applicable to those facts; and we do not believe that the proposed changes do 
this. 

As will be demonstrated, accelerated amortization will produce extra, and 
therefore, excess earnings for the companies. The electric-utility industry ap- 
parently feels that these excess earnings should be retained by the company 
and yet should have no effect upon the rate base or the rates charged its customers. 
National Rural Electric Cooperative Association, on behalf of the rural electric 
cooperatives of the country—and all other customers of electric utilities—believes 
that since this money, this excess net income, has been paid by the customers 
under the rates which they must pay for their electric power, the customers 
should receive the benefit of it. This is a matter of law, as well as of equity. 

It is the customers’ money and the companies cannot use it as windfali profits. 
It must be treated either as a contribution by the customers to the capital of 
the company or as excess profits. If it is treated as a contribution to capital, 
then it has reduced the company’s investment by that amount, and the customers 
should not have to pay to the companies profits on it. In other words, if it is 
treated as a contribution to capital, the rate base upon which the charges to 
the customers are computed must be reduced by that amount, and the rates paid 
by the customers must also be reduced accordingly. If it is not treated as a 
contribution to capital, then it can only be treated as excess profits—profits 
over and above what the companies are legally permitted to earn—and as such 
the entire amount of those profits must be returned to the customers by rate 
reductions or refunds. There is no other choice in equity or in law. 

We do not beiieve that the proposed accounting changes meet the requirements 
of the law. Before we can, however, discuss specifically how the accounting 
should be handled, we must first make certain that there is a clear understanding 
of the facts of our problem and the law that applies to it. 


What accelerated amortization means to the electric-utility industry 


As of September 8, 1953, the electric-utility companies of the country have been 
issued certificates, pursuant to section 124 A of the Internal Revenue Code, per- 
mitting accelerated amortization in a total amount of $1,905,434,502. This 
means that they will be permitted, for Federal income-tax purposes, to deduct 
from their gross revenues as expelises the full amount of those certificates over 
a period of 5 years. They will be permitted to deduct as expenses 20 percent of 
the amount of those certificates for each of 5 years, although the normal amount 
that they would be allowed to deduct as a depreciation expense would ordinarily 
vary downward from approximately 3 percent a year. The companies therefore 
will be ab’e to retain, as additional net income during that 5-year period, the 
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amounts which they otherwise would have had to pay in income taxes on the 
extra or excess depreciation allowed. 

If we assume normal depreciation at 3 percent, the excess depreciation allowed 
for each of the 5 years is 17 percent. At the end of those 5 years the companies 
will have retained the taxes on 85 percent of the value of the certificates. Since 
the present tax rate on electric-utility companies is 52 percent, the companies 
will have an increase in net income, after taxes, in the amount of 52 percent 
of 85 percent of the cost of the facility. 

To illustrate: assuming a certificate of accelerated amortization of $1 million 
and a normal depreciation of 3 percent, a company would ordinarily be allowed 
to deduct as depreciation expense only 3 percent of the $1 million or $30,000 a 
year. Under its accelerated amortization certificate the company will be per- 
mitted to deduct a depreciation expense of $200,000 each year for 5 years. The 
excess depreciation permitted for each of those 5 years is 17 percent, or $170,000. 
The tax on $170,000, at a rate of 52 percent, would be $88,400. The company 
would therefore have an increase in its net income—over and above the net 
income it is permitted as a reasonable rate of return—in the amount of $88,400 
for each of the 5 years involved. 

How great a benefit the electric utility companies as a group will derive from 
this tax postponement can be easily demonstrated. The electric utility com- 
panies are for all practical purposes guaranteed their rate of return. They deal 
with a necessity in a monopoly situation, and rates can always be adjusted to 
insure that they receive their reasonable rate of return. The interest-free loan 
which the Government has made to the electric utility companies through 
accelerated amortization means that they will earn on those deferred taxes 
amounts greater than the amounts which will later be needed to pay any increased 
taxes, and therefore they will benefit by an amount even greater than the amount 
of the loan. 

It is as though Someone were to make a loan to you of a million dollars with- 
out interest, and then further provide that repayments should be at the rate of, 
let us say, 3 percent of the loan per year, so that the full amount will be repaid 
in a period of 3344 years. Then you can take the million dollars and invest it 
in absolutely safe securities on which you will be guaranteed 6 percent a year. 
Obviously, you can make repayments on the loan out of the dividends you receive 
and still have half of your dividends left, which you can reinvest to earn you au 
additional 6 percent a year. And this you can do without ever touching the 
principal which was lent to you. So at the end of the period of repayment— 
when the loan has been repaid in full—you will have left the original amount 
which was lent you, plus one-half of the earnings for the next 3344 years, plus 
the additional amounts that you can earn through reinvesting your dividends. 
Actually, you will end up with more than twice the amount that was lent you in 
the first place. 

A detailed analysis of the benefits to be received from certificates already 
granted to electric utilities is attached hereto as exhibit A. This analysis indi- 
eates that the total benefits accruing to the commercial electric corporations from 
the certificates will total over $2,863 million. 

This, then, is what accelerated amortization means to the electric utility com- 
panies. This is the amount that they will receive in excess of what they have 
already received as a reasonable rate of return. In short, this is the amount 
by which the customers will have overpaid the companies unless proper provi- 
sion is made for the protection of the customers. What is to be done for the 
customers’ protection and to effect compliance with the requirements of the Fed- 
eral Power Act and court decisions that rates shall be reasonable? 


Congress did not intend to create huge extra profits 


Congress did not intend, by the enactment of section 124A, either to grant 
windfall profits to, or change the character of, electric utility companies. 

In the arguments before this Commission on March 18, 1953, much was said 
about the intent of Congress in authorizing accelerated amortization for defense 
facilities. Company spokesmen argued that Congress intended that the electric 
utility companies should receive the same benefits from accelerated amortization 
as other companies. We do not argue against this statement as such. We dis- 
agree, however, with the meaning which the companies have attached to the 
word “benefits.” 

The companies’ spokesmen defined “benefits” as windfall profits for the 
companies and their stockholders. With such a definition we emphatically 
disagree. Congress intended that the benefits be those of additional security, 
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so that the private investor might feel safe to invest his money in the construc- 
tion of defense facilities. There was absolutely no intent to create windfall 
profits for anyone, and certainly not for the electric utility industry. In fact, 
the entire history of congressional action is opposed to the windfall profit 
theory. 

The intent and purpose of section 124A is very clear. Additional facili- 
ties were needed for the defense of the country. In some cases they were 
facilities which might have little use other than the special use in connection 
with the defense effort. In other cases the facilities might have other important 
uses, but those other uses would not of themselves justify construction at this 
time or in the needed size. It was, of course, believed that any facility presently 
needed for defense purposes would be used in that connection for at last 
5 years. If the cost of those facilities could be written off in 5 years, there 
would be no risk for the investor. Congress therefore decided to protect the 
investor from the risk that the facilities would not be needed after 5 years by 
allowing the cost attributable to defense needs to be amortized—or depreciated— 
in 5 years. With this protection the investor could feel secure and would 
therefore be willing to invest his money in defense facilities. 

This was the sole purpose of the legislation—a foreseeable use in the defense 
effort for 5 years, coupled with the right to amortize in 5 years, thereby removing 
the risk to the investor and making private capital available for the construction 
of defense facilities. 

The proof that Congress certainly did not intend that the defense effort 
result in excess profits is that it enacted an excess profits tax, the purpose of 
which was to recapture for the Government any excess profits attributable to 
the defense effort. (The excess profits tax was not applied to public utilities 
for the obvious reason that utilities are regulated monopolies which are already 
theoretically limited as to the profits they can earn.) In the face of such legisla- 
tion, designed to siphon off an additional taxes excess earnings under the defense 
effort, how can anyone claim that Congress intended any company to “benefit” 
by windfall profits? 

The position of the electric utility companies becomes almost fantastic in 
the face of this general legislative picture. Unregulated companies are prevented 
from obtaining windfall profits from accelerated amortization through the 
excess profits tax. Public utilities were exempted from the excess profits tax 
because their profits were supposed to be already limited by regulation to a 
reasonable return. Yet the electric utilities want to be relieved of their limita- 
tion to reasonable profits. This would mean that they would get excess profits 
which would not even be subject to the excess profits tax, and this would put 
them in a much better position than competitive business companies. When they 
argue that the benefits which Congress intended included increased profits for 
them and for competitive business companies, but say nothing about their not 
being made subject to the excess profits tax, then they are asking not only for 
windfall profits to which they as regulated monopolies are not entitled, but 
also for profits that no other type of company is allowed to keep. 

The plain fact is that accelerated amortization was granted only for the 
purpose of minimizing the risk of investment—and not to create excessive 
profits. 

Furthermore, Congress did not intend to change a public utility into a 
competitive business organization simply because it was participating in the 
defense effort. A careful examination of the legislative history relating to 
section 124A clearly demonstrates that Congress did not intend to change or 
in any way affect the laws relating to the nature and regulation of public utility 
companies. Nor did it intend to amend the Federal Power Act which repeatedly 
states that rates must be “just and reasonable.” 

The congressional intent is clear. It should be noted, however, that Con- 
gress could not, even if it had so intended, change the characteristics of com- 
panies, obtaining accelerated amortization certificates. It could not make a 
partnership into a corporation, or a corporation into a mutual association, or 
a public utility into a competitive business corporation. It could only say what 
happens as between the company and the Government, and not as between the 
company and others. It could say, as it did, that the company will pay less in 
taxes for 5 years, but it cannot direct what happens to these extra earnings as 
among the company, its stockholders, and its consumers. What happens to this 
additional income depends entirely upon the nature of the company involved, 
its structure, and the laws applicable to it. Thus the relationship of a utility 
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to its consumers remains unchanged. The limitation of a utility to earning only 
reasonable profits still applies. 

The congressional intent that investors in defense utilities be made secure in 
their investments can be carried out without violating the laws pertaining to the 
regulation of electric utilities. Their investors can be given this security with- 
out giving them excesssive and illegal profits, and without legally overcharging 
the customers. The principles which we shall discuss and the procedures which 
we shall suggest will accomplish just that. 


Electric utility companies are public utilities 


It serves no purpose whatever for us to consider what competitive business 
corporations can do with any excess profits that might be realized through accel- 
erated amortization—other than to observe that those profits would be subject 
to the excess profits tax. We are dealing here with public utilities which are 
regulated monopolies dealing with a prime necessity, and which are restricted 
both as to the profits they can make and the uses to which they can put their 
money. 

As public utilities, the electric utility companies are entitled to a reasonable 
rate of return on their plant investment—no more, no less. They presumably 
have rates which return to them enough money to pay their expenses and still 
leave a profit which brings them a rate of return which an appropriate regula- 
tory body has ruled is reasonable. If those rates are inadequate to produce a 
reasonable rate of return, the doors of the regulatory bodies are open to those 
companies for applications for increased rates—and it may be noted that in 
recent years quite a few have entered those doors with such applications and 
have come out with higher rates for their customers. But the basic fact must 
not be lost sight of: as a regulated public utility, the electric utility company 
is entitled only to the prescribed rate of return. 

The cases are clear on this. There can be no doubt about the applicable law. 
Washington Gas Light Co. v. Vernon V. Baker (188 F. (2d) 11, cert. denied 340 
U. S. 952) ; Federal Power Commission v. Hope Natural Gas Co. (320 U. 8. 591) ; 
Minnesota Rate Cases (230 U. 8S. 352); Coneurring Opinion in the Natural Gas 
Pipeline Case (315 U. 8S. at 606-608) ; San Diego Land Co. v. National City (174 
U. S. 739); Smyth v. Ames (169 U. 8S. 466); Covington, ete. Turnpike Co. v. 
Sandford (164 U. 8. 578). 

Thus it is that a public utility has been called merely a conduit of the money 
which it receives from its customers. Therefore, when it becomes apparent 
that—for whatever reason—a public utility is going to receive a substantial 
increase in net earnings, resulting in a more than reasonable rate of return, 
only one question arises—namely, how are the benefits of those extra or excess 
net earnings to be returned to the customers? Under the law, there can be no 
question of these extra earnings going to the stockholders or, if you will, the 
company itself, if such a distinction can validly be made. The sole question is 
how, when, and under what circumstances the customers shall receive the bene- 
fits of these extra payments which they have made. 

We cannot leave this point without commenting briefly upon some of the argu- 
ments advanced by the companies on March 18. One approach was that these 
benefits—these excess earnings—do not derive from anything the customers did 
or paid, but rather from a form of tax forgiveness by the Federal Government. 
In other words, the excess income results directly from a decrease in taxpay- 
ments, which in turn results from the accelerated amortization allowed by the 
Federal Government. Therefore, argued some company officials, it was the tax- 
payers of the country as a whole that made this money available. It would be 
unfair to the taxpayers as a whole, they proceeded, to return these moneys to 
the customers, who are only part of the total body of taxpayers. To avoid this 
unfairness; they suggest that the companies keep the money. This is the height 
of sophistry. It is as though two people who have a claim to a certain fund 
agree to let a third person, who has no claim to it, hold the fund and decide 
the issue between the two. Then one of the two decides to give up his claim 
to the money. Thereupon, says the stakeholder, it would not be entirely fair 
to give this money to the other party, so he will keep it. 

The electric-utility company in this case is merely the conduit of the money 
paid to it by its customers—the stakeholder. The customer pays to the electric- 
utility company enough money to pay all taxes and other expenses, and still 
leave the company a reasonable profit. The Government, in effect, forgives the 
payment of certain taxes for 5 years. That does not give the utility company— 
the conduit or stakeholder—any right to that money. It was—and still is—the 
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customers’ money—and, if taxes are less than what was expected when the rates 
were fixed, then the customers have, in effect, overpaid, and should receive the 
benefit of their overpayment. 

The situation resulting from the tax savings derived from accelerated amor- 
tization is in no way different than would be the case if the Government were 
to announce a decrease in corporate taxes generally for the next 5 years, at 
which time a review would be made and, if necessary, taxes would be increased 
again. Under those circumstances, could the companies still maintain that 
they would be entitled to the same rates? That the customers would have to 
pay the same rates as previously, although the companies were no longer to pay 
such taxes? Obviously not. 

No matter how this question is viewed, it is still a case where the customers 
have paid to the company more money than the company needs to pay its taxes 
and other expenses and return to it the reasonable profit permitted by law. 
Therefore, the customers will be paying a too high, an illegal, rate, and the 
only question is how to make the customers whole. 


Commission has no power to permit income in excess of reasonable rate of return 


Neither the Federal Power Commission nor any regulatory body has the power 
to permit electric-utility companies to earn in excess of a reasonable rate of 
return, or to permit those companies to overcharge their customers to obtain 
excessive profits. 

It is the function of a commission to determine what a reasonable rate of 
return is, and the charges for customers which will produce such a reasonable 
rate of return. In determining what charges to customers will provide a rea- 
sonable return to the company, a commission cannot disregard income that it 
knows will be received, nor can it base its opinion upon fictitious expenses, 
whether those are expenses of income taxes or coal purchases. In its rate- 
making a regulatory body must consider the actual facts and not hypothetical, 
nonexistent situations. It cannot say that it will make a rate which would 
be proper if the facts were different from what we know they are. It can- 
not say, in this case, that although the company is paying only a small amount 
of taxes, we will let it charge the customers the same amount as though the 
company were paying a large amount of taxes. 

Also, a commission cannot, on the one hand, fix rates for customers which 
will produce a reasonable return and then, through some other method, permit 
the company to earn net income in addition to what it has prescribed as reason- 
able. In other words, neither this Commission nor any other commission has 
the legal power to make any rule or fix any rates which will result in excessive 
profits for the companies and, by that very fact, excessive rates for their cus- 
tomers. 

The Federal Power Commission is limited by the Federal Power Act to fixing 
‘Just and reasonable” rates. Section 205 (a) provides: 

“All rates and charges made, demanded, or received by any public utility for 
or in connection with the transmission or sale of electric energy subject to 
the jurisdiction of the Commission, and all rules and regulations affecting or 
pertaining to such rates or charges shall be just and reasonable, and any such 
rate or charge that is not just and reasonable is hereby declared to be unlawful.” 

This language is repeated in substance in sections 205 (e) and 206 (a). In 
other words, it is the plain duty of the Federal Power Commission to protect 
the customers of electric utilities from unreasonable rates—and rates which 
produce unreasonable profits are clearly unreasonable themselves. 

The Federal Power Act makes it mandatory upon the Federal Power Com- 
mission to prevent unreasonable profits by the electric utilities. And, as already 
demonstrated, the courts also limit utilities to reasonable returns on their invest- 
ments. 

It is therefore clear that this Commission must not, through any method, 
permit accelerated amortization to result in profits to the companies in excess 
of those to which they are entitled as reasonable returns on their investments. 


How can customers be protected from overcharges? 


There are only two methods by which the customers can be protected from 
the overcharges prohibited by law. One gives to the investors all of the bene- 
fits of the increased security which Congress intended they should have through 
the accelerated amortization certificates. And it does this without overcharging 
the customers. The other protects the customers, but does not give the in- 
vestors any increased security. Therefore, the company should be permitted 
to decide which method to use, since either method will eliminate overcharges. 
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Method No. 1.—The amount of the tax saving should be deducted from the 
rate base, and charges to customers should be reduced accordingly. If there 
is any delay in deducting the amount of the tax saving from the rate base and 
in reducing charges to customers, when that is finally done the rate base should 
be reduced by both the amount of the tax savings and the money earned by the 
company on those tax savings, and the reduction in charges to the customers 
should then be large enough to reflect this greater reduction in the tax base. 
In addition, the tax savings, plus the earnings on thoSe savings if there is delay 
in rate adjustment, should be applied to taxpayments falling due after the 
accelerated amortization period. 

This method would treat the overpayments by the customers as contributions 
to the capital of the company. It would give to the investors the increased 
security which Congress intended by permitting the company to retain the 
money which it would otherwise have had to pay in taxes. It would protect 
the customers by providing that they would not have to pay the company 
profits on the same capital that the customers have themselves furnished to the 
company. It would also normalize taxpayments by making this fund available 
for taxpayments after the 5-year period of accelerated amortization. 

Method No. 2.—The entire amount of the tax saving would be returned to 
the customers, or, stated differently, charges to the customers would immediately 
be reduced by the full amount of the tax savings. 

This method follows the traditional ratemaking procedures. It considers 
as the tax expense of the company the actual amount of the taxes to be paid by 
the company—and not the larger, and fictitious, amount which the company 
would have had to pay if there had been no accelerated amortization. 

One or the other of these methods must be applied. There in no other 
alternative. The choice, however, should be left with the company, as method 
No. 2 does not provide any additional security for the investors, and Congress 
intended that there should be such added security. Therefore, if the company 
should desire the increased security for its investors, it can follow method No. 1. 
On the other hand, if the company should decide that no additional security is 
needed for its investors, then it can apply method No. 2. 

This Commission should immediately state that these ratemaking principles 
will be applied in all cases. And it should at once initiate proceedings to 
enforce such rate reductions by all companies which have received certificates 
of accelerated amortization. 

The question of accounting changes is secondary to the problem of pro- 
tecting the public from overcharges. Despite this, if proposed changes in ac- 
counting do not reflect the full and true situation, then they should not be made. 
And we submit that the changes here proposed do not reflect the full and true 
situation. 

The proposed accounting changes are misleading in that they provide for 
the listing of only the principal amounts of the tax savings and do not reflect 
the profits which the company will collect from the customers on those very 
savings. Also, they create the impression that all of the tax savings will later 
be credited back to income, which is not the case. 

We submit that no accounting changes are needed. Instead, rate proceed- 
ings to eliminate overcharges to the customers are the crying need, and they 
should be initiated immediately. Nothing else will prevent illegal ovrcharges 
of the customers. 


Federal Power Commission not controlled by State commission rulings 


Much has been made of the fact that a number of State regulatory bodies 
have set up accounting procedures much like those which are now proposed 
by this Commission. Consistency between accounting procedures required by 
the Federal Power Commission and those required by State regulatory bodies 
is certainly a purpose always to be kept clearly before us. But consistency 
in error is no virtue. Consistency is not an end in itself, to be achieved at 
any price. It is of value only when the consistency is in proper precedures. 
Otherwise, the first regulatory body to act would in effect be deciding the issue 
for all, and in the name of consistency all other regulatory bodies would be 
required to abdicate both their right and their duty to make such decisions 
as seem correct to them. 

The Federal Power Commission is not bound by rulings made by other 
regulatory bodies. This was definitely determined in the Arkansas ease: 
irkansas Power & Light Company v. Federal Power Commission (185 F. (2d) 
751; certiorari denied, 341 U. S. 909). 
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As far as its requirements are concerned, the power of Federal Power 
Commission is dominant—and it might be added that the duty of Federal Power 
Commission to adopt accounting procedures which have in mind the protection 
of the customers from illegal overcharges is also dominant. 

It therefore serves no purpose to argue that to be consistent with certain State 
regulatory bodies, Federal Power Commission should follow them in the path of 
error. In the first place, consistency with all State regulatory bodies is not even 
possible, because they have differed and will continue to differ among themselves. 
The Georgia commission, for example, has not made the mistake of other State 
regulatory bodies, but has instead required that the amount of the tax savings be 
deducted from the rate base of the company. Of all the rulings of State regula- 
tory bodies which we have been able to examine to date (all of which appear to 
have been made as a result of ex parte proceedings where the public was not 
represented), only the Georgia commission has acted in accordance with legal 
requirements. ‘Thus, if this commission is looking for consistency and correct- 
ness at the same time, it should seek consistency with the action of the Georgia 
commission. 

Actually, however, consistency is not the controlling factor. The requirements 
of the law must determine the issue. The Federal Power Commission must first 
consider for itself, without regard to what any State commissions have done, 
what is correct. Then, having determined that, it can look for consistency, but 
only within the framework of legality. And where consistency is not possible 
because of previous erroneous actions on the part of State commissions, the Fed- 
eral Power Commission must disregard those erroneous actions and promulgate 
its own and legal procedures. 


Conclusion 


No matter how the matter is viewed, this fact remains: The electric utility 
companies will profit—in excess of the reasonable profits allowed them by law— 
in an amount in excess of $2,800 million, unless the Federal Power Commission 
and the State regulatory bodies take proper action. Since, as public utilities, the 
electric utilities are by law limited to reasonable profits, this huge amount of 
additional profits constitutes an illegal overcharge of the customers. The Fed- 
eral Power Commission must take appropriate steps to prevent these overcharges, 
and any accounting changes which it requires must have in mind the prevention 
of those overcharges. 

Respectfully submitted. 

Wise & PoTAMKIN, 

Wiit1aM C. WISE, 

LAWRENCE POTAMKIN, 
Counsel for the National Rural Electric Cooperative Association. 


ExHisit A 


TABLE I.—DPstimated benefits, accruing to commercial electric corporations under 
accelerated tag amortization certificates issued from beginning of program 
through Sept. 8, 19537 


Total value of certificates issued through Sept. 8, 1953___._.______ $1, 905, 434, 502 
Depreciation allowance per year based on certificates issued (20 

Sa I a a arcane rte teen ievarremnem vere en 381, 086, 900 
Less normal 3 percent depreciation (assumes average life of facil- 

I nn lean nape tnipeteomengeman nse 57, 163, 035 
ey TE en eee ne manrepeewes 823, 923, 865 
Tax savings for 1 year (52 percent of excess depreciation allow- 

Ra pet eco emilee Sa ae ale EE A Cy tay al Sa 168, 440,410 
De ee ee capaci neat reeercemeeeen 842, 202, 050 
Plus 6 percent interest compounded over estimated 3314-year life 

Nee ee en ene nn ne nena nner ene oe ee ce eres ? 2, 863, 060, 922 
Less deferred taxes assumed to be payable over 2814-year period_ 842, 202, 050 


Net benefits accruing to the corporations over a 3314-year period. 2, 863, 060, 922 


1 Computations assume a uniform 5-year period for all corporations to simplify analysis. 
2 See Table II of this exhibit for computations. 
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TABLE II.—Computation of total benefits derived by commercial electric corpo- 
rations from accelerated amortization certificates issued through Sept. 8, 1953 




















Cumulative | 6 percent Interest tree | Deferred | Net benefits 
Year total interest loan ! taxes each year 
benefits per annum paid 2 

Ls kee nik ncomen Dive pnncenntdlaseeeenin ea ._| $168, 440, 410 |... $168, 440, 410 
eee $168, 440,410 | $10,106,425 | 168, 440,410 |________-___-- 178, 546, 835 
Be Ac ceaek 346, 987, 245 | 20, 819,235 | 168,440,410 |__.________.-- 189, 259, 645 
Oech ech ashi 536, 246, 890 | 32,174,813 | 168,440,410 |......._.__.-- 200, 615, 223 
a pln ih chee ed 736, 862, 113 | 44,211,727 | 168, 440,410 |-..__.__---- 212, 652, 137 
en eee 949, 514, 250 | 56, 970, 855 |.........-----| $29, 724, 778 27, 246, 077 
We obs asskouthoAenan 976, 760, 327 BAS OD hon cen=- 2-0 | 29,724,778 28, 880, 842 
Bia sicekln~ hewn --.-------| 1,005, 641, 169 60, 338, 470 |-...----.- -.--| 29,724,778 30, 613, 692 
©. o<cnnsreesnshacgictocses ancl): aaa nee Guneeeee ih..... 5... | 29,724,778 32, 450, 514 
10... kk tk ak fe ee 4 1, ee aS. 29, 724, 778 34, 397, 545 
a2 LP EPEC SUE REL | 1,103, 102, 920 66, 186,175 |..............| 29,724,778 36, 461, 397 
19... « & spss epee cep camel sc 68, 373, 859 |...._- 29, 724, 77: 38, 649, 081 
| cemancapocswecnpl ip hee 70, 692, 804 |_____. 29, 724, 778 40, 968, 026 
Se ee | 1,219, 181, 424 70, ED hoon > ~de-+e< 29, 724, 778 43, 426, 107 
BF, te ot ek at ee | 1, 262, 607, 531 75, 756,452 |..............| 29,724,778 | 46, 031, 674 
Wi) os oli kis | 1,308, 639,205 | TR OE i cits ica nett 29, 724, 778 48, 793, 574 
Wicd shin centre cieyade | 1,357, 432, 779 81, 445, 967 |....__- 29, 724, 77 51, 721, 189 
Tictes ..---| 1,409, 153, 968 | 84, 549, 238 |___._- wi 29, 724, 778 54, 824, 460 
19. --| 1,463, 978, 428 | 87, 838, 706 |-.-.-- _--.--| 20,724,778 58, 113, 928 
DD. .csc age S2ti6 boast 1, 522, 092, 356 | 91, 325, 541 |.....- 29, 724, 778 61, 600, 763 
Dh. cn Rcccenshaunsasabeocasl 1h: 95, 021, 587 |__-- 29, 724, 778 | 65, 296, 809 
ie eccnececnancaeccan| 1, ae TEN ncecacnyp---| 90 Jae te 69, 214, 618 
. ee ..----| 1,718, 204,546 | 103,092,273 |..__-- 29, 724, 77 73, 367, 495 
a aS -------| 1,791, 572,041 | 107, 494, 322 | __- pes 29, 724, 778 77, 769, 544 
e383 stu SE 1,869, 341,585 | 112,160,495 |_______- -| 29, 724, 778 | 82, 435, 717 
Rie nn cicet hae eck -| 1,951, 777, 302 ET SE ois eet onan 29, 724, 77: 87, 381, 860 
Di eae a ecaotae 2, 039, 159, 162 [oer T... 29, 724, 77 92, 624, 772 
OB. oe 2,131, 783,934 | 127, 907, 036 | i 29, 724, 778 | 98, 182, 258 
RE 2, 229,966,192 | 133,797,972 |___- 29, 724, 778 | 104, 073, 194 
30 sia cities ainda ow'p imma 140 Oe 208 |... ns) ; See ae 110, 317, 585 
Ne MEBANE 146, 661,418 |..............| 20,724,778 116, 936, 640 
32. =a 2, 561, 293, 611 Sener. Ont Gel 29, 724, 778 123, 952, 839 
ET SRT Pe 2, 685, 246,450 | 161,114,787 |_........... 29, 724, 778 | 131, 390, 009 
BBs caictb trcdibisenee cack’ | 2,816, 636, 459 | 56, 332, 729 |...-..---- 9, 908, 266 46, 424, 463 

Wet a | 4 2, 863, 060, 922 | 4 2, 863,060,922 | 842,202,050 | 842,202,050 | 4 2, 863, 060, 922 


' 


! Federal corporation income taxes deferred. 

2 Deferred taxes assumed to be payable after facilities have been depreciated 100 percent. 

? On assumption of 3334 years as average life of facilities, interest, taxes, and net annual benefits are re- 
duced to }4 for 34th year. 

4 Net benefits accruing to the corporations over a 33}4-year period. 


Mr. Ettis. As early as 1953 we filed a brief with the FPC in which 
we contended that the issuance of such certificates made available to 
the private power companies interest-free loans which would in turn 
result in overcharges to electric consumers and windfall subsidies to 
utility stockholders unless the FPC lived up to its responsibilities and 
compelled the power companies to reduce their rate bases by the same 
amount they claimed for depreciation in taxes. Exhibit 8 attached 
is a copy of our brief in that case. 

We were joined in our plea by the FPC staff counsel, Francis J. 
Walsh whose very fine presentation is available from the Federal 
Power Commission under the title, “Oral Argument R-126 of Staff 
Counsel” and dated October 16, 1953. 

But we were unsuccessful in our attempt to persuade the Federal 
Power Commission to intervene and in a 4 to 1 decision the Commis- 
sion ruled that the Congress had intended to grant interest-free loans 
to the power companies and took the position in effect that section 
124a (the present sec. 168) of the Internal Revenue Code was an 
amendment to the Federal Power Act. Commissioner Doty’s dissent- 


ing opinion * was strongly opposed and we commend it to the atten- 
tion of this committee. 


1FPC opinion No. 264 dated December 3, 1953. 
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Subsequently, the United States circuit court of appeals upheld the 
FPC in its majority view. Exhibit 9 attached contains pertinent ex- 
cerpts from the court’s opinion. 

(The document is as follows:) 


Exuisit No. 9 
Is THE ACCELERATED AMORTIZATION CERTIFICATE A SUBSIDY? 
[Excerpt from United States Circuit Court of Appeals] 
No. 12351 


City of Detroit, Mich., a municipal corporation, petitioner v. Federal Power 
Commission, respondent ; Panhandle Hastern Pipe Line Co., intervener 


No. 12359 


County of Wayne, Mich., a municipal corporation and body politic, petitioner v. 
Federal Power Commission, respondent ; Panhandle Eastern Pipe Line Co., 
intervener 


ON PETITIONS FOR REVIEW OF ORDER OF THE FEDERAL POWER COMMISSION 
Decided December 15, 1955 


Page 21: We do not disturb the Commission’s solution of the problem created 
by Federal income-tax savings resulting from accelerated amortization. Such 
amortization is permitted under certificates of necessity, applicable to emergency 
facilities, issued pursuant to section 124A (1952), to encourage construction in 
the interest of national defense. Panhandle has had an aggregate investment of 
$10,563,609 certified for accelerated amortization. Under section 124A Pan- 
handle is authorized to charge off this total amount to depreciation in 5 years, 
regardless of the estimated useful life of the properties, thus accelerating the 
amortization of these facilities. The Commission points out that the savings 
in Federal income taxes thus affected for each of the 5 years will be ‘* * * the 
difference between what taxes it (Panhandle) would otherwise be required to 
pay without accelerated amortization and the taxes actually paid.’ 

“The Commission continues: ‘ * * * We have computed the tax payments 
which would have been required without the accelerated amortization which 
Vanhandle is permitted, and for the purposes of the rate schedules under study 
have considered that Panhandle will be allowed as operating expenses such 
normalized taxes. This does not allow Panhandle for rate purposes more than 
a fair return over the long period, but does recognize the grant by Congress of 
certain temporary tax savings under section 124A.’ 

“* * * By setting up a special reserve for the tax saving of the first 5 years, 
the Commission insures that this amount will go to meet the increased taxes after 
that period, rather than being paid out as dividends. 

“TPetitioners] contend that in order to hold rates to a ‘just and reasonable’ 
level, the savings effected by the accelerated amortization should partly inure 
to the benefit of consumers. They propose that this be accomplished by treating 
the saving simply as ordinary depreciation would be treated. That is, in com- 
puting recoverable expenses, the income-tax expense would be figured at its 
actual, instead of ‘normalized’ amount, but depreciation expense would be set at 
the accelerated figure. Thus the same saving would accrue to Panhandle, but 
under the name of depreciation expense rather than income-tax expense. The 
difference, however, would lie in this, that amounts recovered as depreciation 
expense are deducted from the rate base. Thus in essence petitioners’ plan 
would allow Panhandle its yearly saving for the 5-year period, but would deduct 
the amount of that saving each year from the rate base. 

“This plan was rejected by the Commission, which concluded, we think cor- 
rectly, that the intent of Congress reflected in section 124A is not to benefit 
consumers but rather the taxpayer in order to encourage construction of certain 
emergency types of facilities. Were the tax savings deducted from the rate base, 
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the taxpayer here would not receive the intended benefit. The valuations upon 
which it is entitled to earn a fair rate of return would be decreased by the 
amount of the savings. In placing the savings at the disposal of Panhandle 
under the limitations specified, the congressional intent is effectuated. The funds 
go into a reserve account for the payment of deferred taxes to accrue after the 
5-year amortization period. Though thus earmarked, the funds are available for 
income-producing purposes. Unless this is permitted, it is difficult to see how 
Panhandle could benefit substantially from section 124A.1 This statute, unlike 
the Natural Gas Act itself, is not for consumer benefit. It has a different public 
policy and should be given effect as intended by Congress. Furthermore, the 
solution of the Commission does not result in higher rates to the consumer. It 
simply does not operate to reduce them. It aids Panhandle but neither aids nor 
harms petitioners. We think this is the result sought by Congress.” 


Mr. Exxis. We were not only unsuccessful in prevailing upon FPC 
to stop these subsidies, we have not even been successful in getting that 
Commission to establish uniform acc ounting rules for the handling of 
such subsidies. We have urged Chairman “Kuykendall repeatedly in 
writing to compel uniform accounting, but he has consistently refused. 

(Exhibits 10 through 16 attached to this statement are copies of 
correspondence with Mr. Kuykendall on this point.) 

(The documents referred to are as follows:) 


Exuisit No. 10 
JUNE 10, 1955. 
JEROME K. KUYKENDALL, 
Chairman, Federal Power Commission, 
141 G Street, Washington, D. C. 

Dear Mr. KUYKENDALL: We are advised that no change in the accounting rules 
on the handling of accelerated tax amortization certificates has ever been made 
as far as electric utility companies are concerned. In opinion No. 264 dated 
December 3, 1953, the Commission stated that it was enunciating policy and 
would, deal with the accounting phase later. 

Since this whole matter is of such vital interest to the rural electric systems, 
we are somewhat concerned at the delay in making arrangements more specific 
through the establishnient of accounting rules. You will recall that we ap- 
peared in opposition to any change in the accounting rules because we did not 
believe the private electric companies should be permitted to make windfall 
protits out of amortization certificates because we believed that contrary to 
FPC Act 

A majority of the Commission did not agree with our position, but it did 
promise that accounting rules would be established so that we and other citizens 
could know clearly what protection the Commission intended to give electric 
consumers, 

We would appreciate your advising us about this matter. 

Sincerely, 
CLyDE T. ELLis, General Menager. 


“Petitioner city of Detroit and Commissioner Doty contended that Panhandle would 
benefit by being able to write off the property in a short period of time. But even if that 
be considered an advantage, the question is whether it alone would fulfill congressional 
intent. Panhandle points out that if it had to deduct the tax saving from the rate base, 
it would probably lose in the long run. The two primary uses for the saving would be 
reinvestment, by virtue of which the money would again go into the rate base, and retire- 
ment of debt. Panhandle argues forcefully that if it used the tax saving to retire debt, 
it would save only the interest on its debt, while giving up 5.75 percent return on that 
same amount. Thus Panhandle would suffer a net loss, since the interest cost of the debt 
is generally less than 5.75 percent. On the other hand, if the tax saving were used to 
reinvest in plant, there would also probably be a net loss because there would inevitably be 
a lag between the time the money becomes available and the time it is added to the rate 
base. Thus it seems clear that if rapid writing off of investment be an advantage which 
would accrue to Panhandle under petitioners’ proposal, it might be too easily offset by 
disadvantages for us to conclude that it was the sole benefit to investors contemplated by 
Congress. This conviction is reinforced, of course, by the fact that there is no indication 
of a congressional intent to benefit consumers.” 
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ExnHisit No. 11 
JUNE 22, 1955. 
Subject: Docket No. R—126. 
Mr. CrypbeE T. ELLtis, 
General Manager, National Rural Electric Cooperative Association, 
1303 New Hampshire Avenue NW., Washington, D. C. 

Dear Mr. Exxis: In your letter of June 10, 1955, you refer to the Commission's 
opinion 264 in docket R-126 In the matter of Treatment of Federal Income Taxes 
as Affected by Accelerated Amortization. Inquiry is made of the Commission’s 
intentions as to issuance of accounting rules applicable to electric utilities in 
the matter of taxes related to accelerated amortization permitted under section 
124A (new sec. 168) of the Internal Revenue Code. 

For the reasons indicated in opinion 264, particularly page 2, the Commission 
has considered that no accounting rules with respect to this matter should be 
issued for electric utilities. It is the practice of the Commission, however, to 
accept annual reports of electric utilities in which deferred tax accounting is 
reflected pursuant to orders of a State commission. 

Sincerely yours, 
JEROME K. KUYKENDALL, Chairman. 


Exuusit No. 12 


NATIONAL RURAL ELECTRIC COOPERATIVE ASSOCIATION, 
Washington, D. C., August 30, 1955. 
Mr. JEROME K. KUYKENDALL, 
Chairman, Federal Power Commission, Washington, D. C. 

DeaR Mr. KUYKENDALL: I was astonished at the substance of your letter 
of June 22, 1955, replying to my inquiry with respect to the Commission’s plans 
for issuance of rules governing electric utility company accounting for acceler- 
ated tax amortization certificates. For it seems to me that the position of the 
Commission harks back to the days when consumer interests were allowed no 
access to the nature of the costs underlying the rates paid for utility service. 

Unquestionably, one of the greatest achievements of the Federal Power Com- 
mission, following the expansion of its jurisdiction by the Public Utility Holding 
Company Act of 1935, was in the accounting field and the correlative publica- 
tion of orderly statistics permitting public scrutiny of the cost basis for both 
rates and security issues. 

What had theretofore been hidden in darkness was brought into the light. 
This would have represented a powerful force for effective regulation of a 
public service industry even if no further steps were taken to regulate rates 
and the issuance of securities. It resulted in the elimination of immense 
amounts of water from electric utility rate bases and improvement in deprecia- 
tion policies. It established the foundation on which electric utilities were able 
to obtain much lower cost financing with resulting benefits to the public. 

The Commission in its 20th annual report, covering the fiscal year 1940, em- 
phasized “the importance of proper accounting in assuring the lowest possible 
electric rates.” Referring to the poor condition of the accounts of many utili- 
ties, in which no sound breakdown of investment by departments or functions 
was possible, it said: 

“Such a condition was unhealthy for both investors and consumers. It pre- 
cluded the development of comparative cost standards, without which regula- 
tion became ineffective.” 

The Commission had previously pointed out that “the development of effective 
accounting control * * * is already proving of great service to operating com- 
panies interested in establishing the conduct of their business on the soundest 
possible basis, to institutional investors and underwriting houses interested in 
appraising the true financial condition of the utilities seeking financing, to all 
concerned with the interest of consumers and to investors themselves.” 

In its 1950 Report on the Reclassification and Original Cost of Electric Plant 
of Public Utilities and Licensees, the Commission made similar statements with 
regard to the importance of its “intensive program of electric utility accounting 
reform.” It said that, “for the first time in the history of the industry. 
accounting of electric utilities engaged in interstate commerce is estabilshed., 
on the whole, on a uniform and sound basis.” 
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The Commission referred to accounting as “the backbone of public utility 
regualtion” and continued: “Certainly it is one of the most important, if not 
the most important, single instrument of regulation and of public utility finan- 
cial control.” It referred to the specific recommendation of the Federal Trade 
Commission that an appropriate Federal agency be given “power to make and 
enforce regulations as to uniform accounting” in order to correct the financial 
manipulation of the past and to prevent its repetition in the future. 

Your letter, however, admits that in the vital matter of accounting for Fed- 
eral income taxes as affected by accelerated tax amortization, the Commission 
is going to permit the uniform accounting established through the important test 
cases fought by the Commission in the 1940’s to deteriorate and the opportuni- 
ties for financial manipulation to creep back in. 

This is the only interpretation which can be placed on your statement of the 
Commission’s position, “that no accounting rules with respect to this matter 
should be issued for electric utilities,” and your further statement that “it is 
the practice of the Commission * * * to accept annual reports of electric utili- 
ties in which deferred tax accounting is reflected pursuant to orders of a State 
commission.” 

This ends uniform accounting for this aspect of electric-utility operations. For, 
of course, electric utilities accounting for Federal income taxes as affected by 
accelerated tax amortizations under the Georgia commission’s rules may report 
differently from those accounting for the same financial factor under the New 
York commission’s requirements. 

To suggest the practical results, which will flow from the Commission’s per- 
mitting the first breach in uniform accounting by electric utilities, I will refer 
again to the Commission’s 1950 Report on Reclassification and Original Cost 
of Electric Plant, and particularly to its reference to the early case involving the 
Northwestern Electric Co., then operating in the States of Oregon and Wash- 
ington. 

In that case the United States Supreme Court upheld the Commission’s refusal, 
among other things, to include in the original cost of its electric plant interest 
and administrative costs which it had in the past charged to expenses and so 
collected from consumers. And the Wall Street Journal in reporting the Court’s 
decision referred to it as “sound sense as well as sound law.” 

Actually, the Commission’s failure to provide for uniform accounting in the 
case of the treatment of accelerated amortization will permit electric utilities to 
charge tax savings as tax expense. In other words, it will permit them to 
charge as costs what are not costs, thus deluding the public and contributing 
to the same kind of manipulation of costs to influence rate proceedings which 
the Commission once so successfully ruled out of regulatory procedure. 

The time will surely come when this quick amortization method of providing 
corporations with interest-free capital at the expense of the public will be recog- 
nized as a scandal comparable in magnitude with the watering of utility com- 
pany capitalization exposed by the Federal Trade Commission in its famous 
investigation of holding company practices. 

Such deterioration in the observance of sound regulatory procedure as your 
letter reveals raises the question whether consumers are not faced with the 
beginning of a backsliding toward a repetition of the 1920’s in which the regulated 
utility corporations so generally controlled the regulators. 

Sincerely, 


CrybeE T. ELxis, General Manager. 


Exursit No. 13 


DECEMBER 6, 1955. 
Mr. CLybE T. ELxIs, 


General Manager, National Rural Electric Cooperative Association, 1303 
New Hampshire Avenue NW., Washington, D. C. 


DEAR Mr. Ettis: This is in response to your letter of August 30, 1955, in which 
you state your arguments that the Commission should issue accounting rules 
with respect to accelerated tax amortization for electric utility companies which 
have certificates of necessity under the provisions of section 124A of the Internal 
Revenue Code. 

As you no doubt know, the Commission in order No. 171, issued April 21, 1954, 
ordered that the amending of the uniform system of accounts and the annual 








60 RAPID AMORTIZATION IN REGULATED INDUSTRIES 


report form for public utilities and licensees with respect to provisions for Federal 
income taxes resulting from accelerated amortization, be reserved for future 
disposition. There has been no subsequent action by the Commission in this 
matter. 

Your extended comments indicate that you believe accounting and reporting 
by electric utilities pursuant to the Commission’s uniform system of accounts 
are being adversely affected by the lack of Commission rules governing electric 
utility accounting for accelerated tax-amortization certificates. You imply that 
the Commission’s accounting requirements have been substantially altered or 
diminished, thus opening the way for a recurrence of padding of accounts and 
other types of financial manipulation, which were prevalent prior to the adoption 
of the Commission’s uniform system of accounts in 1936. 

The fact is that the Commission’s accounting requirements under the uniform 
system of accounts for public utilities and licensees have not been lessened 
in any respect, although some degree of latitude as to reporting to this Com- 
mission by public utilities and licensees for Federal income taxes resulting 
from accelerated amortization is being permitted in order to reflect varying 
State commission requirements. 

Some States authorized deferred tax accounting for accelerated amortization ; 
others did not. Had this Commission adopted accounting requirements for 
electric utilities comparable to those adopted for natural gas companies, there 
would have been an imposition of a Federal requirement on those States which 
do not recognize deferred tax accounting for rate purposes. Under these cir- 
cumstances, if an electric utility were authorized by this Commission to defer 
taxes, the accounting might have the effect of forcing recognition of the deferred 
taxes for rate purposes contrary to the desires of the States. Likewise, if this 
Commission barred the deferred tax accounting or accelerated amortization, 
there would be Federal intrusion into an area of primarily State jurisdiction, 
namely ratemaking for domestic consumers. Your comments point to lack of 
uniformity for accounting and reporting for Federal income taxes as between 
utilities in various States. In order to determine the exact situation in this 
regard, a study of the annual reports for 1954 filed by all electric utilities subject 
to the Commission’s jurisdiction has been made by our staff, 

This study, constituting a review of the annual reports (form 1) for 1954 filed 
by all classes A and B electric utilities subject to the Commission’s jurisdiction, 
started with the reporting of income by such companies. The review of the 
income acconnts submitted in annual reports filed by 190 companies showed that 
there were 66 companies reporting Federal income tax deferrals arising from 
accelerated amortization of emergency facilities. Of these 66 companies, all but 
7 included such deferrals, amounting to $60,763,224, as tax charges (account 507, 
taxes) which may be compared with the treatment this Commissions has required 
to be follewed by natural cas companies. Four of the 7 companies deducted the 
amount of the deferrals aggregating $5,886,929 from net income at the foot of 
the income statement. Three of the companies did not reflect the tax deferrals 
as a deduction from income; however, the amount involved was only $718,000, 
constituting a very insignificant portion (1 percent) of the total tax deferrals 
reported and having an infinitesimal effect on the total net income reported by 
the 190 companies. It is submitted in the light of the foregoing data that 
uniformity of reporting for income by electric utilities subject to the Commission’s 
jurisdiction could not have been adversely affected by the lack of GComiission 
rules governing accounting and reporting of accelerated tax amortization. 

The above-mentioned study also included a review of the balance sheets of the 
same companies, submitted at December 31, 1954. The reports filed by the 66 
companies showed that only the 3 above-mentioned companies with an annual 
tax deferral of $718,000 had credited such amounts to unrestricted earned sur- 
plus. While this must be regarded both as improper accounting and reporting, 
this deviation in relation to the entire group of companies is not significant. As 
to the remainder of the companies, 26 reported such amounts in a special reserve 
for deferred taxes, which treatment conforms with the accounting requirement 
prescribed by this Commission for natural-gas companies. In addition, 1 com- 
pany reported tax deferrals of $788,000 as additional depreciation included in 
the depreciation reserve. The 36 remaing [sic] companies have reported their 
accumulated tax deferrals in restricted earned surplus. While the reporting 
of the deferrals in a special reserve is considered to be preferable to inclusion 
in restricted earned surplus, the difference is believed to be mainly one of form 
of balance-sheet presentation rather than of substance. In view of the disclosure 
to investors and others that the tax deferrals are not available for dividends 
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and are not truly a part of equity capital, it would appear that this latter varia- 
tion in balance-sheet presentation from that of showing the tax deferrals in a 
special reserve is not seriously objectionable. 

Based on the staff’s review of the annual reports of 1954, submitted by classes 
A and B electric utilities, it is concluded that the present reporting by individual 
companies of tax deferrals from accelerated amortization on a basis consistent 
with State commission requirements does not destroy the general basis of ini- 
formity [sic]. 

It is hoped that the information submitted herein may be helpful to you in 
relieving any apprehensions which you may have as to the effect on accounting 
and reporting by electric utilities of the lack of a definite accounting rule by the 
Commission relative to tax deferrals from accelerated amortization. 

Sincerely yours, 
JEROME K. KUYKENDALL, Chairman. 


Exuisit No. 14 


NATIONAL RURAL ELECTRIC COOPERATIVE ASSOCIATION, 


Washington, D. C., March 12, 1956. 
Mr. JEROME K. KUYKENDALL, 


Commissioner, Federal Power Commission, 
Washington, D. C. 

Drar Mr. KUYKENDALL: In your letter of December 6, 1955, replying to mine 
of August 30, you suggest that the continued failure of the Commission to 
amend the uniform system of accounts with respect to accounting for accelerated 
amortization tax deferrals involves no diminution of the effectiveness of the 
Commission’s rules governing electric-utility accounting. 

You then proceed to admit the very point which I was making in my previous 
letter and to summarize the results of an anlysis of the Commission staff which 
proves conclusively that the result of the Commission’s failure to issue a rule 
in the matter is already apparent in a serious lack of uniformity in electric- 
utility accounting for these tax deferrals which are, in effect, public subsidies 
to these privately owned utility corporations. 

Thus early in your letter you acknowledged that the Commission is per- 
mitting some degree of latitude in the reporting of such quick amortization tax 
deferrals “in order to reflect varying States commission requirements.” 

As I recall it, when the Commission decided that the depreciation reserve 
should be shown as a deduction from plant account to make sure that the public 
could readily take the first step in determining a net investment rate base, it 
issued the necessary directive. It did not. permit the utilities to show this con- 
tribution of consumers in accordance with the varying requirements of the 
State commissions. It insisted on uniformity. 

There seems to be no sound reason why the same uniformity should not be 
required in the reporting of an item which the United States Treasury has de- 
scribed, in its memorandum to the McKinney Atomic Energy Panel, as a con- 
tribution of interest-free capital. For lack of uniformity opens the way to a 
similar overstatement of the rate bases on which companies are entitled to 
earn a fair return, 


Our figures show that, through January 25, 1956, these interest-free loans 
to electric-power companies had reached a total of $1.2 billion. On the basis of 
the cost per kilowatt of modern steam-plant capability used by the power semi- 
nar of the same McKinney panel, this is equivalent to the entire investment 
in 8 million to 9 million kilowatts of modern steam capacity. The power 
‘ompanies should be required to account for these public contributions on a 
uniform basis in such a way that the public would not be required to pay a re- 
turn on funds which they have provided. Actually, the total subsidy which ! 
have just noted is rapidly approaching the entire amount of inflation which 
the Federal Power Commission has ordered removed from the books of the 
electric utilities subject to its jurisdiction. 

Your whole paragraph emphasizing that FPC requirement of uniform ac- 
counting for accelerated amortization tax deferrals would represent ini) sition 
of such a requirement on the States reveals how far the Commission has de- 
parted from the principles established by the Public Utility Act of 1985. And 
it must not be forgetten that the general accounting provisions of that act were 
drafted on the basis of Federal Trade Commission recommendations, follow- 
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ing that agency’s expose of the accounting evils which had grown up as a re- 
sult of failure of individual States to enforce sound accounting. 

In connection, it should be borne in mind that the utilities turn to the na- 
tional finance market for their capital requirements, not to an assortment of 
48 separate State financial markets. The investors of the Nation are entitled 
to uniform accounting. 

You refer to a staff study of the annual reports of all electric utilities sub- 
ject to the Commission’s jurisdiction, and state that it revealed a degree of 
uniformity in reporting tax deferrals insofar as their effect on net income is 
eoncerned. If 1 correctly understand your statement, it means that the great 
majority accounted for this item as if they paid the taxes which they did not 
actually have to pay, thus reducing the net-income figure which might other- 
wise have justified lower rates to consumers. 

The vital question then becomes: How did they account for the funds (free 
eapital) thus obtained? It is here that uniform accounting becomes particu- 
larly important as a protection to both investors and consumers in a regulated 
public service. Yet your summary of the staff’s further review of the com- 
panies’ actual balance-sheet accounting for 1954 reveals the very lack of uni- 
formity of accounting which my previous letter indicated would result from 
the Commission’s failure to adopt a rule in the matter. 

By your own statement, about 40 percent of the 66 companies accounted for 
annual tax deferrals in general conformity with the requirements prescribed 
by the Commission for natural-gas companies. The remaining 60 percent did not. 
And, while you express the feeling that the great majority of the latter group 
differ more in form of balance-sheet presentation that in substance, you are only 
able to say that this accounting, followed by a majority of the companies, “is 
not seriously objectionable.” 

On the basis of your own analysis, then, I feel that the Commission is per- 
mitting an unfortunate breach in uniform accounting by electric utilities which 
was such an important achievement in utility regulation resulting from the new 
authority given the Commission by the 1935 Utility Act. This particular breach 
makes it easier for State regulatory bodies to allow companies a return on 
capital furnished by the public. And, perhaps more serious, it establishes a 
dangerous precedent for a wider breakdown in uniformity of accounting in 
further deference to State commissions, which might well lead to a loss of all 
the gains of the years following the Federal Trade Commission revelations. 

I recall the long, drawn-out battle of the Federal Power Commission to bring 
the Arkansas Power & Light Co., principal utility in my State, under uniform 
accounting on an original-cost basis. State commissioners, who felt that the 
interest of the people of the State would be served by cooperation with the 
Federal Commission in this effort, were quickly replaced by others ready to 
cooperate with the company. And I can assure you that uniform accounting 
would never have been achieved if the FPC had deferred to the Arkansas 
commission or to other State commissions, as you are now admittedly doing 
in connection with accounting for tax deferrals resulting from accelerated 
amortization. 

The analysis summarized in your letter confirms what I wrote you under date 
of August 30, 1955. As consumers and investors try to find these tax deferrais, 
they will sometimes find the accumulating amounts hidden in regular earned 
surpluses, sometimes in restricted earned surpluses, and sometimes in special 
reserves. I think you will agree, such varied treatment is hardly calculated to 
enable consumers to see that these amounts, which are also hidden in plant 
accounts, represents no part of the capital on which the companies are entitled 
to a fair return. 

Sincerely, 


Criype T. Evris, General Manager. 


Exuinit No. 15 


FEDERAL POWER COMMISSION, 
Washington, March 20, 1956. 


Mr. CrybeE T. ELwis, 
General Manager, National Rural Electric Cooperative Association. 


Dear Mr. Extis: This is in response to your letter of March 12, 1956, in which 
you submit additional arguments that the Commission should issue accounting 
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rules with respect to accelerated tax amortization for electric-utility companies 
which have certificates of necessity under the provisions of the Internal Revenue 
Code; further, that the statistical information submitted in our letter of Decem- 
ber 6, 1955, supports your contention that a serious lack of uniformity exists 
with respect to accounting by electric utilities for deferrals of Federal income 
taxes in connection with accelerated amortization. 

It is believed that the statistical information taken from the annual reports 
for 1954 filed by 66 companies, which were the only class A and B electric utilities 
subject to the Commission’s jurisdiction that had facilities subject to accelerated 
tax amortization, proved conclusively that the accounting being followed by 
those companies is substantially uniform; further, the information also clearly 
demonstrated that there is no necessity for establishing an accounting rule on 
the subject at this time, because the companies are following accounting prac- 
tices which are in harmony with the requirements of the Commission’s opinion 
No. 264 and the accounting rule prescribed for natural-gas companies in order 
No. 171. 

Inasmuch as you indicate in your letter a different view as to the significance 
of the statistics, they will be reviewed again, very briefly. The tabulation dealt 
first with the reporting of taxes in the income statement. It will be noted from 
page 2 of our letter of December 6, 1955, that 59 of the 66 companies, or almust 
90 percent, were following the identical accounting which this Commission is 
requiring of natural-gas companies and, of the remaining 7 companies, the 
variations affecting the net income constituted only 1 percent of the total tax 
deferrals. It is clear from these figures that a high degree of uniformity pre- 
vailed with respect to reporting the tax deferrals in the income statement. 

In regard to the reporting of the accumulated tax deferrals in the balance 
sheet, while only 26 of the 66 companies, or 40 percent, reported the deferrals in 
a special reserve, there were 36 companies that classified the amounts as 
restricted earned surplus and in so doing indicated that the amounts were 
not available for dividends and were being held for future taxes. As the variation 
in reporting by the latter group involves a matter of form rather than of 
substance, the 2 groups may properly be considered together and constitute 
numerically 90 percent of the total and dollarwise almost 99 percent. 

It is submitted that the only fair interpretation that can be made of these 
statistics is,that an unusually high degree of uniformity exists as to accounting 
for accelerated tax amortization and that such accounting conforms with the 
principles previously enunciated by this Commission. 

In the first paragraph of page 2 of your letter comparison is made of $1.2 
billion alleged interest-free loans resulting from accelerated-amortization certifi- 
cates with the amount of inflation of $1.6 billion removed from the accounts of 
the electric utilities by the Federal Power Commission in connection with the 
original cost-accounting requirements. Such comparison is entirely improper. 
It is quite misleading to compare inflationary amounts in the $1.6 billion total 

with tax costs of $1.2 billion. You overlook the fact that the latter amounts are 
costs which must eventually be paid back to the Federal Government; they 
represent only deferrals or equalization of costs over the number of fiscal years 
represented by the service lives of the properties. 

At several points in your letter you indicate that the suggested accounting 
rules are necessary in order to avoid an overstatement of the rate base. Refer- 
ence is made to the Commission’s requirement that the depreciation reserve 
be deducted from the plant account for annual-report purposes. It should be 
borne in mind that the depreciation reserve represents an accumulation of 
annual depreciation provisions, usually contributed by consumers through rates 
for service, whereas any interest-free loans relating to accelerated amortization 
certificates represents taxpayments temporarily foregone by the Government. 
The latter have not been supplied by consumers; under the Commission’s 
treatment for ratemaking purposes (opinion No. 264) rates are neither increased 
nor decreased as a result of the tax deferrals. Apparently you take the position 
that the tax deferrals represent customer contributions, which view this Com- 
mission has rejected as fallacious. 

A related point to uniform accounting practice is mentioned in the latt»r part 
of your letter and relates to this Commission’s requiring utilities to follow 
accounting rules contrary to State requirements. In view of our having already 
shown an unusually high degree of uniformity in accounting for tax deferrals. 
it is believed that this demonstrates that there is now no justification for estab- 
lishing accounting rules governing such accounting. Your insistance on having 
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the Commission establish the proposed uniform-accounting rule seems to be 
based upon the supposition that in some undisclosed manner the Commission 
has let down the bars for a return to the accounting evils of the 1920-35 era. 
Such an inference is wholly without merit. The Commission has in no wise 
altered its accounting requirements to permit any padding of the accounts with 
fictitious amounts. 

It is hoped that the foregoing may be helpful in clearing up the apprehensions 
expressed in your letter as to the Commission’s accounting requirements. 

Sincerely yours, 


JEROME K. KUYKENDALL, Chairman. 


Exuisit No. 16 
Apri 18, 1956. 
Mr. JEROME K. KUYKENDALL, 
Chairman, Federal Power Commission, 
441 G Street NW., Washington, D.C. 


DEAR Mr. KUYKENDALL: Your letter of March 20, 1956, in reply to mine of 
March 12, convinces me that the Federal Power Commission has adopted a new 
principle of accounting, so far as interest-free loans furnished electric utilities 
by Federal taxpayers are concerned. 

In contrast with the former principle of “uniform accounting,” this new prin- 
ciple might be designated that of “substantially uniform accounting” or “uniform 
accounting to the extent permitted by State commissions.” 

You suggest that a review of 66 reporting companies reveals “almost 90 percent 
of uniformity” in this particular. Has the Federal Power Commission deter- 
mined upon any percentage of uniformity below which the new standard would 
not be met? AsI recall it, your previous letter indicated that only 40 percent of 
these same 66 companies accounted for annual tax deferrals in general conformity 
with the requirements prescribed by the Commission for natural-gas companies. 

For some reason, your satisfaction with “almost 90 percent of uniformity” 
reminds me of the old guip about an “almost good egg.” A housewife would 
hardly continue to buy eggs from a grocer who advertised that almost 90 percent 
of each dozen were good eggs. 

I am convinced that sound public policy requires the Federal Power Commis- 
sion to adopt a rule which will establish a uniform requirement that the 
unamortized balance of investment in electric facilities, publicly provided 
through savings in Federal income taxes under accelerated amortization tax 
certificates, be shown clearly and distinctly on public-utility books for annual- 
report purposes. Indeed, it is utterly impossible for me to understand why 
the Commission should hesitate in carrying out this responsibility, nor can I 
understand the relative speed with which you established a uniform system for 
gas utilities and refuse to do the same for electric utilities. 

I would reiterate that your readiness to sacrifice the principle of uniformity 
in accounting to meet the varying requirements of the States carries the seed 
of irreparable damage to regulation. I am sure that you know the extent to 
which Federal Power Commission insistence on uniformity was'responsible for 
the widespread adoption of the uniform system of accounts for electric utilities 
by the State commissions. 

And it was the Federal Power Commission which successfully carried the 
test cases, involving uniform accounting on a cost basis, to the highest court of 
the land. 

The initial departures from that uniformity may not precisely duplicate the 
evils of the 1920's, which the Federal Trade Commission exposed. But once the 
principle of uniformity is abandoned, the constant pressure of private enterprise 
in this field of public business to charge all the traffic will bear may well lead 
to new evils equally vicious so far as the public interest in low-cost electric 
power is concerned. 

Your contention that it is highly improper to compare the $1.2 billion of 
interest-free loans which the Government is furnishing electric utilities through 
yuick amortization certificates with the $1.6 billion of inflationary amounts 
which the Commission, through enforcement of uniform accounting, has previ- 
ously removed from electric utility rate bases deserves comment. 

Stripped of accounting verbiage, which the public does not always under- 
stand, the simple fact is that the electric utility which is granted one of these 
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certificates charges on its books, as an expense, taxes which the Federal Govern- 
ment does not require it to pay. So, over a period of 5 years for each certificate, 
it collects from consumers a considerable amount of capital which it invests 
in electric facilities. Thereafter, this interest-free capital becomes part of the 
rate base no which consumers must pay a fair return. 

The injustice to consumers will be the same as if they were required to pay 
rates high enough to provide a 5- to 6-percent return on the $1.6 billion which 
the Federal Power Commission has previously ordered eliminated from electric 
utility plant accounts. Which is the point I was making. 

The only proper accounting procedure on this matter would be to follow long- 
established precedent and order the electric and other utilities to deduct all 
depreciation, accelerated as well as normal, from the plant account so that 
the rate base would reflect facts rather than fiction. It does not matter whether 
you consider this $1 billion capital contribution as an interest-free loan from 
the Treasury or a compulsory contribution to the company from rate payers. 
The accelerated depreciation is real and the books should reflect it. 

The Commission is even now faced with the Amere Gas case in which similar 
problems will be posed. If the logic applied in the accelerated (defense) depre- 
ciation matter is applied to the accelerated depreciation authorized in the 1954 
Internal Revenue Act, electric utility accounts will become even more confusing 
to commissions, investors, and consumers. 

It is indeed a strange turn of events which results in Federal power projects 
being compelled to amortize the Government’s investment with interest, while 
under quick amortization procedure, private utilities will amortize the Govern- 
ment’s investment in power facilities without interest, meanwhile themselves 
collecting through electric rates some 6 percent interest on the unamortized 
balance. 

But these latter comments run not to the issue at hand, the obligation of the 
Commission to maintain a system of uniform accounts, but rather to our com- 
plete disagreement with the majority of the Commission as regards the regula- 
tion of power companies on behalf of the consumer. We assume that opinion 
264 will stand until reversed by the courts or the Congress, but this by no means 
excuses the Commission from its duty to enforce uniform accounting. 

In my opinion, nothing you have said in this extended correspondence justifies 
the Commission's failure to follow through on this simple but vital responsi- 
bility, and we would like to make a final request that the Commission forthwith 


issue a rule establishing a uniform system of accounts so that consumers and 
investors may have access to the facts. 
Sincerely, 


CrypE T. Exris, General Manager. 


Mr. Ex.is. Later we tried to get FPC to live up to what we consid- 
ered to be its responsibilities on a comparable matter, section 167 
of the Internal Revenue Act of 1954, but were no more successful. 


(Exhibits 17 and 18 are pertinent to sec. 167 and exhibit 18 also per- 
tains to sec. 168.) 


(The documents are as follows:) 


Exnurstt No. 17 


May 14, 1956. 
Re docket No. G—6358. 


Hon. JEROME K, KUYKENDALL, 
Chairman, Federal Power Commission, 
Washington, D.C. 

DEAR Mr. KUYKENDALL: Reference is made to the above-numbered docket relat- 
ing to the petition of the Amere Gas Utilities Co. et al. regarding accounting 
procedures under the accelerated depreciation provisions of the Internal Revenue 
Code. 

This association represents over 900 rural electric organizations who serve in 
excess of 3.5 million rural consumers and is vitally affected by the activities and 
procedures of the Federal Power Commission. 

It is our contention that section 124A of the earlier Internal Revenue Act did 
not and that sections 167 and 168 of the Internal Revenue Code at present do not 
constitute an expression of congressional intent that the duties of Federal regula- 
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tory commissions in protecting consumers against unreasonable charges by regu- 
lated monopolies be altered. 

In our earlier communications with the Commission regarding docket R-—126, 
we insisted that the duty of the Commission was to establish accounting proce- 
dures which would clearly indicate the extent to which electric utilities were 
benefiting from tax deferrals, tax savings, interest-free loans, or by whatever 
title the windfalls they were receiving under accelerated depreciation certificates 
were designated, and that such benefits should accrue to the benefit of electric 
consumers rather than investors. It was our contention then and it is our con- 
tention now that the primary duty of the Commission is to regulate monopolies 
for the purpose of protecting consumers from exploitation and that proper 
accounting rules as well as rate orders were an essential part of the process. 

In the Commission’s opinion No. 264 it was contended that— 

“This Commission is an agency of Congress created to perform certain legis- 
lative functions which Congress has delegated to us. We have a legal and moral 
obligation to abide by and execute the laws of Congress. This obligation does 
not permit us to substitute our judgment for that of the Congress or nullify the 
clear congressional intent by administrative action.” 

In accordance with this view and the interpretation of the conflict between 
the Federal Power Act and the Internal Revenue Act, the Commission ruled 
in a 4-to-1 decision that the Congress had in effect amended the Federal Power 
Act by providing for accelerated depreciation. The Commission pledged itself 
to establish proper accounting rules, but contended that Congress had intended 
that benefits from accelerated defense depreciation should go to investors rather 
than consumers. No such proper accounting rules have even been established, 
but in subsequent decisions the Commission has adhered to its view that as far 
as the regulatory process is concerned, as far as the rights of electric consumers 
and the related duties of the Commission are concerned, there was no relation- 
ship between actual charges to consumers for depreciation and the rate base. 

The examiners’ decision in the present case adheres to this earlier reasoning of 
the Commission in holding that in interpreting congressional intent the Commis- 
sion should hold that benefits from the newer and permanent form of accelerated 
depreciation should accrue to investors rather than consumers. In the opinion 
of the examiner (p. 8), there appears to be no doubt that the Commisison has the 
power to control the extent to which liberalized or accelerated depreciation prac- 
tices may be adopted by regulated companies, but that despite this power the 
Commission should hold for investors rather than consumers. 

In the present case, the Commission is faced with the task of deciding whether 
or not a permanent tax reduction made possible by the Congress in adopting 
section 167 of the Internal Revenue Code will be so construed by the Commis- 
sion that the resulting benefits will be passed on to utility consumers, or 
whether the Commission in pursuit of logical consistency will adhere to its 
earlier position that the Federal Power Act has, as a matter of law, been amended 
by the Congress by the passage of section 167 of the Internal Revenue Code. 

Since regulatory bodies have long held that actual taxes are an expense to a 
utility, deductible before the computation of what constitutes a reasonable rate 
of return, we insist that the Commission in the present case should hold that 
any company which does in fact adopt the liberalized accelerated depreciation 
methods permitted under section 167 be compelled to adjust the rate base on 
which rates are based accordingly. Any company which adopts the new depre- 
ciation procedures permitted under section 167 will in fact be enjoying a 
reduction in taxes, i. e., in expenses, and this reduction in expenses should be 
balanced by a reduction in the rate base. 

It is our position that sound depreciation practices and sound depreciation 
accounting are essential to the protection of investor and consumer alike. Since 
no one pretends, so far as we know, that the depreciation procedures permitted 
in section 167 are designed to reflect actual depreciation, it is our position 
that electric utilities as a matter of principle should not be permitted to 
accelerate depreciation on electric plant. On the other hand, if the Commis- 
sion should decide that it has no alternative and that electric utilities shall be 
permitted to accelerate depreciation, the clear and obvious duty of the Com- 
mission is to prescribe proper accounting procedures in light of that decision 
to the end that any and all depreciation reserves shall be simultaneously 
deducted from the plant account on which electric rates are based. By this 
procedure, even though long established and accepted and sound depreciation 
procedures and practices are in fact abandoned, the electric consumer will not 
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be compelled to make permanent capital contributions to electric utilities on 
which the consumer will receive no return. 

If electric utilities are barred from adopting accelerated depreciation practices, 
section 167 will leave the present situation unaltered. If utilities are permitted 
to engage in accelerated depreciation practices, it is our view that the plant 
account and the resulting rate base should clearly reflect such practices in order 
that the burden on electric consumers will be minimized if not altogether lifted. 

Electric utilities have already received certificates entitling them to approxi- 
mately $1.4 billion in interest-free loans and will ultimately reap subsidies in 
excess of $4 billion as a result of those loans, under the Commission’s Decision 
No. 264. We earnestly hope that in considering this new variety of potential 
subsidy, the Commission will bear in mind its responsibilities of representative 
of the consumer interest and see that the benefits of accelerated depreciation 
under section 167 do not accrue to investors who have neither taken the risk 
nor provided the funds which enable utility corporations to reap unreasonable 
returns. 

Sincerely, 
Criype T. Evits, General Manager. 


Exursit No. 18 
United States of America Federal Power Commission 
Docket No. R—159 


AMENDMENT OF UNIFORM SYSTEM OF ACCOUNTS FOR PUBLIC UTILITIES AND 


LICENSEES AND ANNUAL REporT ForM No. 1 RESPECTING TREATMENT OF DE- 
FERRED TAXES ON INCOME 


(18 C. F. R. pts. 101 and 141) 
NOTICE OF PROPOSED RULEMAKING 
(February 8, 1957) 


1. Notice is hereby given of proposed rulemaking in the above-entitled matters. 

2. It is proposed to amend Parts 101 and 141 of the Commission’s General 
Rules and Regulations (18 C. F. R., Chapter I, Subchapter C and D, Parts 101 
and 141) entitled “Uniform System of Accounts Prescribed for Public Utilities 
and Licensees” subject to the Provisions of the Federal Power Act, as well as 
Annual Report From No. 1, by adding new Accounts designated as 101.259, 
101.259 : 1, 101.259: 2, 101.259: 3, as well as 101.507-A and 101.507-B and adding 
a Schedule entitled “Reserve for Deferred Taxes on Income” to Annual Report 
Form No. 1, as shown by the accompanying proposals related to accounting and 
reporting for Federal income taxes resulting from accelerated amortization and 
liberalized depreciation. 

3. In our notice, in the proceedings designated Docket No. R-126 published 
in Federal Register June 27, 1953 (18 F. R. 3698), initial consideration was 
invited as to proposed amendments pertaining to accounting and reporting for 
Federal income taxes resulting from accelerated amortization applicable to both 
natural gas companies and public utilities and licensees. Our order No. 171 
in Docket No. R-126, published in Federal Register April 27, 1954 (19 F. R. 2450). 
reserved for future disposition the amendments to Uniform System of Accounts 
Prescribed for Public Utilities and Licensees and Annual Report Form No. 1, 
pertaining to accounting and reporting of Federal income taxes resulting from 
accelerated amortization. The accompanying proposals are intended to make 
such disposition, as well as provide for liberalized depreciation in both the Uni- 
form System of Accounts prescribed for Public Utilities and Licensees and 
Annual Report Form No. 1. 

4. The accompanying amendments to the Commission’s Uniform System of 
Accounts prescribed for Public Utilities and Licensees, and the Schedule to be 
added to Annual Form No. 1, are proposed to be issued under the authority 
granted the Federal Power Commission by the Federal Power Act, particularly 
sections 3 (13), 4 (b) and (c), 301 (a), 304 (a), 309 and 311 thereof (49 Stat. 
838, 839, 854, 855, 858, 859) ; (16 U. 8S. C. 796 (13), 797 (b) and (c), 825e (a), 
825e¢ (h) and 825j). 
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5. Any interested person may submit to the Federal Power Commission, Wash- 
ington 25, D. C., not later than April 1, 1957, data, views, comments, and sugges- 
tions, in writing, concerning the proposed accompanying amendments to the 
Uniform System of Accounts prescribed for Public Utilities and Licensees, and 
to the Annual Report Form No. 1. An original and nine copies should be filed 
of any such submittals. The Commission will consider these written submittals 
before acting upon the proposed amendments. 

J. H. Guraziwe, Secretary. 


PROPOSED ACCOUNTS FOR DEFERRED TAXES ON INCOME UNIFORM SYSTEM OF ACCOUNTS 
FOR PUBLIC UTILITIES AND LICENSEES 


Account 259. Reserve for deferred tares on income 


The subaccounts below are provided for the use of Public Utilities and Licensees 
which (a) have filed with the Commission, copy of an order or other authoriza- 
tion by a State public service commission having jurisdiction, authorizing ac- 
counting for deferred taxes on income, (b) in the absence of necessity of author- 
ization by a State public service commission having jurisdiction, have filed 
with the Commission a statement of proposed plan of accounting for deferred 
taxes on income, or (c) which have obtained authorization of the Commission 
for use of subaccount 259.3 relating to deferred tax accounting other than with 
respect to accelerated amortization or liberalized depreciation. 


Account 259.1 Reserve for deferred tares on income—accelerated amortization 


A. This account shall be credited and account 507—A, Provision for Deferred 
Taxes on Income, shall be debited with an amount equal to that by which taxes 
on income payable for the year are lower because of the use of accelerated (5- 
year) amortization of certified defense facilities in computing such taxes, as 
permitted by section 168 of the Internal Revenue Code of 1954 (section 124A 
of previous Internal Revenue Code), as compared to the depreciation deduction 
otherwise appropriate and allowable for tax purposes according to the straight 
line or other nonaccelerated depreciation method and appropriate service life 
expectancy for such property. 

B. This account shall be debited and account 507—-B, Credits to Operations 
Arising from Taxes on Income Deferred in Prior Years—Credit, shall be credited 
with an amount equal to that by which taxes on income payable for the year 
are greater because of the use in prior years of accelerated (5-year) amortiza- 
tion of certified defense facilities instead of nonaccelerated depreciation other- 
wise appropriate for income-tax purposes, and deferral of taxes in such prior 
years as described in paragraph A, above. Such debit to this account and credit 
to account 507-B shall, in general, represent the effect on taxes payable for the 
current year of the unavailability of a depreciation deduction for tax purposes, 
or a reduced amount, with respect to any depreciable property for which ac- 
celerated amortization was used in prior years, as compared to the depreciation 
deduction which otherwise would be available and appropriate for such property, 
considering its service life expectancy, according to the depreciation method 
ordinarily used by the utility for similar property in computing depreciation for 
tax purposes by a nonaccelerated or nonliberalized depreciation method applied 
over the entire service life of the property. 

C. Records with respect to entries to this account, as described above, and 
the reserve balance, shall be so maintained as to show the factors of calcula- 
tion and the separate amounts applicable to the facilities of each certification 
or authorization for accelerated amortization for tax purposes. 

D. The use of this account and the accounting described above are not manda- 
tory for any utility, which in accordance with a consistent policy, elects not 
to follow deferred tax accounting even though accelerated amortization is used 
in computing taxes on income. If, however, deferred tax accounting is initiated 
with respect to any certified defense facilities, the accounting shall not be 
suspended or discontinued on the property covered by that certificate, without 
approval of the Commission, and shall be carried out fully as provided by the 
text of this account. 

BE. The utility is restricted in its use of this account to the purposes set forth 
above. It shall not transfer the reserve or any portion thereof to surplus or 
make any use thereof except as provided in the text of this account without 
prior approval of the Commission. Any remaining deferred tax reserve balance 
with respect to any certified defense facility for which deferred tax accounting 
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has been followed, after retirement of such facility or major part thereof, or 
expiration of the service life on which the deferred tax calculations were based, 
shall be reported to the Commission and disposed of as the Commission may 
authorize or direct. 


Account 259.2. Reserve for deferred taxes on income—liberalized depreciation 

A. This account shall be credited and account 507—-A, Provision for Deferred 
Taxes on Income, shall be debited with an amount equal to that by which taxes 
on income payable for the year are lower because of the use of liberalized de- 
preciation in computing such taxes, as permitted by section 167 of the Internal 
Revenue Code of 1954, as compared to the depreciation deduction otherwise ap- 
propriate and allowable for tax purposes for similar property of the same service 
life expectancy according to the straight line or other nonliberalized method of 
depreciation. 

B. This account shall be debited and account 507-B, Credits to Operations 
Arising from Taxes on Income Deferred in Prior Years—Credit, shall be credited 
with an amount equal to that by which taxes on income payable for the year 
are greater because of the use in prior years of liberalized depreciation for in- 
come-tax purposes, and deferral of taxes in such prior years as described in 
paragraph A above. Such debit to this account and credit to account 507-B, 
shall, in general, represent the effect on taxes payable for the current year of 
the smaller amount of depreciation permitted for tax purposes for the current 
year with respect to any depreciable property for which liberalized depreciation 
was used in prior years, as compared to the depreciation deduction otherwise 
appropriate and available for similar property of the same service life expectancy 
according to the straight line or other nonliberalized depreciation method ordi- 
narily used by the utility in computing depreciation for tax purposes. 

C. Records with respect to entries to this account, as described above, and 
reserve balance, shall be so maintained as to show the factors of calculation 
and the separate amounts applicable to the plant balances of each vintage year 
for each class, group, or unit as to which different liberalized depreciation 
methods and service life expectancies have been used. 

D. The use of this account and the accounting described above are not man- 
datory for any utility, which in accordance with a consistent policy, elects not 
to follow deferred tax accounting even though liberalized depreciation is used 
in computing taxes on income. If, however, deferred tax accounting is initiated 
with respect to any property the accounting shall not be discontinued on that 
property, without approval of the Commission, and shall be carried out fully as 
provided by the text of this account. 

E. The utility is restricted in its use of this account to the purposes set 
forth above. It shall not transfer the reserve or any portion thereof to surplus 
or make any use thereof except as provided in the text of this account without 
prior approval of the Commission. Any remaining deferred tax reserve bal- 
ance with respect to any year’s plant additions or subdivisions thereof for which 
liberalized depreciation accounting has been followed after retirement of said 
additions or major part thereof, or after expiration of the service life on which 
the depreciation calculations for tax purposes are based, shall be reported to 
the Commission and disposed of as the Commission may authorize or direct. 


Account 259.3. Reserve for deferred tares on income—other 


A. This account, when its use has been authorized or directed by the Com- 
mission for specific types of tax deferrals shall be credited and account 507—A, 
Provision for Deferred Taxes on Income, shall be debited with an amount 
equal to that by which taxes on income payable for the yesr are lower be- 
cause of the current use in computing taxes on income of deductions, other than 
accelerated amortization or liberalized depreciation, which for general account- 
ing purposes will not be fully reflected in the utility’s determination of annual 
net income until subsequent years. 

B. This account, when its use has been authorized or directed by the Com- 
mission, shall be debited, and account 507-B, Credits to Operations Arising 
from Taxes on Income Deferred in Prior Years—Credit, shall be credited with 
an amount equal to that by which taxes on income payable for the year are 
greater because of deferral of taxes on income in previous years, as provided 
by paragraph A, above, because of difference in timing for tax purposes of 
particular income deductions from that recognized by the utility for general 
accounting purposes, other than with respect to accelerated amortization or 
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liberalized depreciation. Such debit to this account and credit to account 507—B 
shall, in general, represent the effect on taxes payable in the current year of the 
smaller deduction permitted for tax purposes as compared to the amount recog- 
nized in the utility’s general accounts with respect to the item or class of items 
for which deferred-tax accounting by the utility was authorized or directed by 
the Commission. 

©. Records with respect to entries to this account, as described above, and 
the reserve balance shall be so maintained as to show the factors of calculation 
with respect to each annual amount of the item or class of items, other than 
accelerated amortization or liberalized depreciation, for which tax-deferral 
accounting by the utility is authorized or directed by the Commission. 

D. The utility is restricted in its use of this account to the purposes set 
forth above. It shall not transfer the reserve or any portion thereof to surplus 
or make any use thereof except as provided in the text of this account, without 
prior approval of the Commission. Any remaining deferred tax reserve bal- 
ance with respect to an amount for any prior year’s tax deferral, the amorti- 
zation of which or other recognition in the utility’s income accounts has been 
completed, or other disposition made, shall be reported to the Commission and 
disposed of as the Commission may authorize or direct. 

Nore.—In determining appropriate use of this account as a basis of request 
to the Commission for authorization of its use, consideration shall be given to 
the relative importance of the amount involved, and to other items in the 
utility’s accounts where “prepaid tax accounting” may be appropriate such as 
(a) where the time of taking a deduction in computing taxes on income is such 
that the tax deduction must be delayed or applied to a series of future years 
as opposed to earlier recognition of such item in determination of income in the 
general accounts of the utility, or (b) where inclusion of an income item is re- 
quired for tax purposes but is to be recognized in whole or in part in the 
utility’s income accounts of a subsequent year or years. 


259.507—A. Provision for deferred taxes on income 


This account shall be debited, and the appropriate subdivision of account 259, 
Reserve for Deferred Taxes on Income, shall be credited with an amount equal 
to any deferral of taxes on income as provided by account 259 and the subaccounts 
thereunder. No entries shall be made to this account which are not provided for 
by the applicable subaccounts of account 259, Reserve for Deferred Taxes on 
Income. There shall not be netted against entries required to be made to this 
account any credit amounts appropriately includible in account 507—B, Credits 
to Operations Arising From Taxes on Income Deferred in Prior Years—Credit. 


259.507—B. Credits to operations arising from taxes on income deferred in prion 
years—credit 

This account shall be credited and .he appropriate subaccount of account 259, 
Reserve for Deferred Taxes, debited with an amount equal to the portion of 
taxes on income payable for the year that is attributable to a deferral of taxes 
on income in a prior year, in accordance with the plan of deferred tax accounting 
provided by account 259. No entries to this account shall be omitted if required 
according to the plan of deferred tax accounting as provided by the applicable 
subdivisions of account 259, Reserve for Deferred Taxes on Income. There 
shall not be netted against entries required to be made to this account any debit 
amounts appropriately includible in account 507—A, Provision for Deferred Taxes 
on Income. 


ee rman OE ks sss eh is et Year ended December 31, 19______ 


RESERVE FOR DEFERRED TAXES ON INCOME (ACCOUNT 259) 


1. Report the information called for below concerning the respondent's ac- 
counting for deferred taxes on income. 

2. In the space provided below or on an insert sheet furnish significant expla- 
nations, including the following: 

Accelerated Amortization: State for each certification number a brief descrip- 
tion of property, total and amortizable cost of such property, date amortization 
for tax purposes commenced, “normal” depreciation rate used in computing 
deferred tax amounts. 

Liberalized Depreciation: State the methods of liberalized depreciation being 
used and the classes of plant to which each is being applied, and whether for the 
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year’s additions to any class of property the liberalized depreciation method is 
different from that of previous years. For any debit to the reserve and credit 
to Account 507-B, Credits to Operations Arising From Taxes on Income Deferred 
in Prior Years—Credit, state the year’s plant additions and property class with 
respect to which such credit to operations is made. 

Other: Describe the amounts for which deferred tax accounting in this classi- 
fication is being followed and the basis therefor, and give reference to the order 
or other action of the Commission authorizing such accounting. 


Changes During Year 


Balance Reserve 
Reserve Subdivisions Beginning Amounts Amounts Balance 
of Year Debited Credited End of Year 
Account Account 
507A 1 507B 2 


Accelerated Amortization (Account 259.1): 
Federal income taxes deferred. -_._...__ 
State income taxes deferred. _---._._..--._- 


Dis Avesicdiiednaeidin win tate<nees 


Liberalized Depreciation (Account 259.2) 
Federal income taxes deferred. _ 
State income taxes deferred. _ _- 


Total 


| 
| 
| 
(a) | (b) (c) (4) (e) 
| 
| 
| 


Other (Account 259.3): 
Federal income taxes deferred___.._...-___-} 
State income taxes deferred _ _ _ - 





Total: 

Federal income taxes deferred. ____......__- Reni 
State income taxes deferred... -_....-.._._- fosct 
| 








Explanations: 
' Account 507A, Provision for Deferred Taxes on Income. 
2 Account 507B, Credits to Income Arising from Taxes on Income Deferred in Prior Years—Credit. 

Mr. Exxts. I would like to say to this committee that, in my opinion, 
the behavior of the majority of the FPC in recent years—on this 
matter as well as the granting of licenses to the Idaho Power Co. 
on the Snake River to kill the Federal Hells Canyon project—has been 
utterly indefensible, has represented a denial of its legal responsi- 
bilities to regulate monopoly in the public interest, and a betrayal of 
a public trust in protecting the consumer from exploitation and our 
water resources from waste. 

There is a fairly well-accepted theory that most of the private 
American economy is made up of competitive free enterprise, with 
most of the balance comprised of regulated monopolies. 'Theoreti- 
cally, the consumer and the public welfare in general do not suffer 
from properly regulated monopoly, but, in recent years, as far as 
the FPC is concerned, the consumer-——indeed, the citizen—has had no 
protection, because the FPC, in my opinion, is controlled by the a 
interests it is supposed to regulate in the public interest. Indeed, 
if newspaper reports are to be credited, the Chairman of the Federal 
Power Commission, Mr. Kuykendall, has become the spokesman and 
champion of power companies in general and of those making up the 
potential Northwest “Ebasco Valley Authority” in particular. 

(Two newspaper articles documenting the above remarks, sub- 
mitted by the witness as exhibits 19 and 20, may be found on page 11). 
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Mr. Exxis. I think what I would term the abdication of public 
se from their duties to inhibit corporate wealth in the promotion 
of monopoly as one of the most significant developments of recent 
years, and we of the rural electrics who, in a sense, are only organized 
electric consumers, protest this development and the failure of the 
Congress to take action against it most bitterly. 

(See exhibits 19 and 20 indicating that Mr. Kuykendall has sufficient 
influence to persuade the White House to overrule the Secretary of 
the Interior.) 

I made reference to the Ebasco Valley Authority in a preceding 
paragraph, because there is every evidence that Ebasco Services, Inc., 
a wholly owned subsidiary of Electric Bond & Share Co., the giant 
former holding company that once sprawled across the Nation, is 
continuing to exercise great influence over many of the former sub- 
sidiaries of its parent company. 

This influence is manifested in many ways but has been partly 
documented by the Chudoff hearings on the propaganda campaign 
masterminded by Ebasco. 

(Private Electric Utilities’ Organized Efforts To Influence the Sec- 
retary of the Interior (Ebasco Services, Inc., and Rocky Mountain 
Group), hearings before a subcommittee of the Committee on Gov- 
ernment Operations, House of Representatives, 84th Cong., 2d sess., 
July 16, 17, 18, 19, 20, 22, 23, 25, and 26, 1956.) 

By this committee’s own report in 1956 entitled “A Study of the 
Antitrust Laws,” part 9 in which Ebasco is indicated as the technician 
if not the mastermind behind Idaho Power’s request for tax subsidies 

(see exhibit 21 attached) and by excerpts from a letter from Ebasco 
official, R. F. Penman, to the vice president of Idaho Power in 1953 
indicating that Idaho Power Co. President Roach had engaged in 
quite pleasant discussions with somebody high in the ranks of the 
present administration about his plans to waste the Snake River. 

(Source: Same as Private Electric Utilities’ Organized Efforts To 
Influence the Secretary of the Interior, hearings, pp. 265-266. See 
exhibit 22 attached.) 
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(The documents referred to are as follows :) 


Exuisit No. 21 


Ebasco Services, Inc., services performed for the Montana Power Co. during 
period Jan. 1, 1950, to Jan. 1, 1952 


Subject Order No. 
ESRTCUS TRG ORRIN STN ee oe ee, 14 
SOOT CAI MITTEE icc reece begets ego 28 
SOE VECO: TO CECI ES a ares terete reniciiomunthaetee 29 
TSE: OPTI ic etic i PRR ie meitarnidtrsminmainmmeimesmaneualialien 30 
dinginoering  conmebtetion. —.. ..8.. oe Se Or 56 
PCR TE RI icin sh cep rnp rprcinatiprererbcmerinh ey 57 
Engineering research developments and practices_____.._._...__----_-_____ 408 
Kerr hydroelectric development, 1949, 56,000-kilowatt extension: 

OE a ide iid nie srenntinoastncciie ticreeamepetcdpealmepcteniernsinerel ctineniahariiiren 1092 
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Ebasco Services, Inc——Description of services and billings rendered to Idaho 
Power Co. 


| Billings 


Description of services rendered 
Year 1952 | Year 1953 | Year 1954 | 6 months, 


Jume 1955 








Engineering-design services in connection with C. J. 
Strike hydroelectric development, 8&2,500-kilowatt 
REST od cachet cheninias nian chess pamanasaieieannstsci $23, 066. 05 

Technical services in connection with the preparation 
of revised drawings for license application for pro- | 


posed Oxbow hydroelectric development. ____..__..-- 1, 161.09 | $3, 802.74 |__-.-_____- pee ibe 
Study re financing of additional hydroelectric develop- 

MONG 56i55~ 525i. tspaduechen bb nkasbias-sedh cok 135. 27 wasenneecene|onneneenees bg 
Preliminary engineering services and purchasing serv- 

ices for proposed hydroelectric development ________-_- 12, 301. 45 Rae 1-7... 


Engineering, purchasing, inspection, and expediting 
services in connection with construction of A. J. 
Wiley hydroelectric development ----__.-......-.--.--|------------ STI Benn teveamine 

Study re economics of power generation at the A. J. 
Wiley hydroelectric development compared with 
steam capacity at American Falls and power pur- 

eee et tonne aubasenie seen en <deconancoccee DS Bn nn 

Technical services in connection with the preparation | 
of preliminary estimates and other technical data re 


proposed Oxbow hydroelectric development._______..|_.....-.....}| 60,390.74 |__..----.---}..---.--.--- 
Preliminary engineering services for proposed Oxbow 

hydroelectric development. -_.___.-.....-....----.---|----.-------- 48, 213. 88 $827.20 |_...... 4 
Technical services re joint A. C. Board study........-.}_.....-.-.-- 3, 333. 47 122.04 |_____. yf 
Technical services re transmission problems at west end 

of system, including network analyzer study------_--|-.---------- 6, 130. 77 ella atl 





Technical services and consultations in connection with 
renegotiation of electric power rate with large indus- 


a a ert nh till ahem 13, 141. 51 |------------ ee ae 
Washington office services in connection with tax amor- | 





Ne SING cc dnicindancnwessincdabintincneiitueinnnes tues 236.01 | 89. 27 





Source: A Study of the Antitrust Laws, hearings before the Subcommittee on Antitrust and sisanbite 
of the Committee on the Judiciary, U. 8. Senate, 84th Cong., Ist sess., pursuant to S. Res. 61, pt. 9. 





Exuisit No. 22 
Excerpts from letter 


APRIL 24, 1953. 
Mr. C. B. RUSSELL, 


Vice President, Idaho Power Co., 
Boise, Idaho. 
Deak Ben: 


* * * * * . . 


Jack Mosley will reach Boise Thursday, April 30, from Portiand and will work 
with Dick, I assume, in reviewing the load estimates and present resources to 
determine the additional power and energy requirements, the estimated produc- 
tion at the A. J. Wiley hydro and the estimated production required by months 
from the American Falls steam unit. Jack will need to have a good under- 
standing of your dump sales arrangement with Utah. 

Mr. Roach also wants Jack to give early consideration to the maximum 
amounts of power and energy that could be secured from Utah and Montana on 
a short-term basis. 

o * t * 7 + . 


Secretary McKay’s removal of the proposed American Falls additions from 
the reclamation budget and the policy statement (attached) given by the House 
Appropriations Committee may justify brief consideration of your installing 
additional hydro generating capacity at American Falls. 

Yours very truly, 


R. F. PENMAN. 


oe 


a a ee 


LO TTT TT TO AT TT RETTIG A A RARE AS AAT OG ARATE MEET 








RAPID AMORTIZATION IN REGULATED INDUSTRIES 795 


Enc. CC: T. E. Roach, P. E. Gourdon, R. M. Hanson, H. K. Fairbanks, W. J. 
Mosley. 

Additional notes to: Messrs. Gourdon, Hanson, Fairbanks and Mosley: 

Mr. Roach has had recent discussions at Washington which makes him 
fairly optimistic about getting the Oxbow license. Oxbow (151,000 kilowatts) 
can be built from some $160 per kilowatt against Wiley (75,000 kilowatts) for 
about $230 per kilowatt. He desires to find a way to carry his load until Oxbow 
can be completed. However, the others seem quite positive that Idaho must have 
additional generating capacity before Oxbow can be licensed and completed. 
This amplifies somewhat the third paragraph of the above letter. * * * 

Idaho’s propaganda against additional generation at American Falls may 
make it inadvisable politically for them to give much consideration to install- 
ing additional hydro generating at American Falls now. Russell will have the 
political feel, of this, however. * * * 

Mr. Roach feels that the steam unit might show fairly well for the early years 
but would not be as economic with Oxbow, Hells Canyon and Brownlee in opera- 
tion and he may need to agree to build all of these fairly early to secure his 
Oxbow license now. 

R. F. P. 

Mr. Extis. In my opinion, not since the days of Samuel Insull 


have the private-power companies been in such complete control of 
Federal agencies and policy as exists today. 


The most recent triumph of monopoly is the Federal Power Com- 
mission decision authorizing Idaho Power Co. to issue $40 million in 
promissory short-term notes to finance its Snake River operations, 
an authorization granted April 25, in curious juxtaposition to the 
ODM subsidies to the same company. 


I have submitted an exhibit here showing how they just happened 
to come out about the same time. 
(The document is as follows :) 


ExHIBItT No. 23 
FEDERAL POWER COMMISSION 


Immediate Release April 24, 1957, docket No. E—6734 Release No. 9128 


FPC AUTHORIZES IDAHO POWER CO. TO ISSUE UP TO $40 MILLION OF SHORT-TERM 
PROMISSORY NOTES 


WASHINGTON, D. C., April 25, 1957——The Federal Power Commission has 
authorized Idaho Power Co., of Boise, Idaho, to issue up to $40 million principal 
amount of short-term promissory notes. 

Idaho Power will make borrowing up to an aggregate of $33,800,000 over and 
above the limitations ($6,200,000) provided in the Federal Power Act. (The 
act exempts notes and drafts maturing within 1 year aggregating not more than 
5 percent of the value of outstanding securities.) The borrowings will be bank 
loans, evidenced by unsecured notes, probably for a maturity of 6 months 
after date, and not to exceed 1 year after date if issue. 

The company was also authorized to renew such short-term notes as expire 
prior to 1 year from the date of authorization and that the principal amount 
of such renewals, if made, will not be considered as applying against, or as a 
reduction of, the $40 million aggregate short-term borrowing authorization. 

Proceeds obtained from the issuance of the notes will be applied to Idaho 
Power’s current construction program. That program is estimated by Idaho 
Power to require $47,184,000 during the current year. Of that amount, the 
company said, approximately $30,981,800 will be used to carry forward the 
construction of the Snake River project which is currently in progress. Ap- 
proximately $5,725,000 will be applied to transmission facilities and substations 
associated with the Snake River project. The remainder will be applied 
to other transmission facilities, substations, distribution and general utility 
plant of Idaho Power. 
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Mr. Extis. And this, Mr. Chairman, brings us to one of the sorriest, 
if not the very worst, example of Government promotion of monopoly, 
concentration, and privilege in the history of this great Nation: The 
Benson-McKay-Aandahl-Tudor-Davis-Kuykendall-Sherman Adams- 
Eisenhower deal to subsidize the SORA of the Nation’s finest re- 
maining power site and destroy the possibility of a high Federal Hells 
Canyon Dam with all it would mean to the people of the Northwest 
and the welfare of the Nation as a whole. 

Unless this scheme is revealed and stopped by the Congress on 
behalf of the people, it will go down as one of the rottenest, most waste- 
ful, disgrace efal, and disgusting schemes in the history of the Nation. 

Dixon-Yates was a monopoly-inspired White House deal to invade 
the TVA and pave the way for its destruction, but for the Nation as 
a whole it represented no irreversible threat to priceless natural re- 
sources. Hells Canyon is the reverse. If the runt dams of the Idaho 
Power Co. are ever thrown across the Snake River the cost of in- 
undating them and building high Hells Canyon dam would be next to 
prohibitive. The waste would be permanent.’ 

For the benefit of the committee I am attaching exhibit 24 which 
is a chronology of the struggle for full development of the middle 
Snake River and the construction of a high Federal dam at Hells 
Canyon site. 

(The document is as follows :) 


ExnHrrit No. 24 
CHRONOLOGY ON HELLS CANYON 


Most Members of Congress are well aware of the comparative merits of the 
multipurpose high Hells Canyon dam as opposed to the 2 (and maybe some- 
day 3) low dams proposed by Idaho Power Co. for that reach of the Snake River. 
It is, however, particularly interesting to look at the chronology of the fight over 
Hells Canyon, up to the recent developments following the issuance of rapid 
writeoff certificates to the Idaho Power Co. for its Oxbow and Brownlee projects. 
The opposition to full development of the Snake has been so arbitrary and some 
of the actions so close to rare coincidence that the careful observer begins to 
wonder if there might not be a “Wenzell” in the picture somewhere. Certainly, 
it would seem, that the story is. one that prompts a thorough investigation into 
the activities of the official and unofficial backers of Idaho Power’s half-a-loaf 
project in the Hells Canyon area. In support of this contention, the following 
chronology was prepared. 

1. 1946: Bureau completes reconnaissance study of Hells Canyon site, pre- 
pares report, with Hells Canyon key project in Bureau’s Columbia River 
comprehensive development plan. 

2. 1946: Idaho Power lobbies through Senate bill 99 in Oregon Legislature, 
which was vetoed by Governor Snell and passed over his veto. This bill would 
have greatly hampered public development on the Snake at Hells Canyon, as it 
would have involved the State of Oregon in paying exorbitant condemnation 
damages to Idaho Power Co. which had been squatting on an obsolescent plant 
at Oxbow since it took over Eastern Oregon Power & Light in 1916. Idaho Power 
then claimed it would start building Oxbow very soon, and vaguely mentioned 
possibility of other dams. 

3. February 8, 1947: Interior Secretary approved Bureau’s report on water 
resources of Columbia River Basin (H. Doc. 473, 80th Cong., 2d sess.). Pro- 
posed a storage dam in Hells Canyon which would flood out the Idaho Power 
Oxbow plant. 


1The salable firm power that would be lost forever if the three Idaho Power Co. dams 
are built and high Hells Canyon dam is not, amounts to 535,000 kilowatts. At the FPC 
value of such power at $38.40 per kilowatt-year, this loss aggregates the staggering amount 
of $1,030 million over the 50-year Federal license period of the company projects. 
(Memorandum Sept. 2, 1955, from Charles A. Robinson, Jr., engineer, National Rural 
Electric Cooperative Association, Sept. 2. 1955, p. 6.) 
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4. June 9, 1947: Corps of Army Engineers announced public hearings on 
middle Snake development at Lewiston, Idaho, June 9. One local hearing had 
been held by the Bureau of Reclamation in Baker, Oreg., in the latter part of 
1946, dealing with development of Helis Canyon. 

5. June 18, 1947: Idaho Power Co. authorized by its board of directors to 
file for FPC preliminary permit to investigate Oxbow site. 

6. June 24, 1947: IPCO files application for preliminary permit with FPC. 

7. Spring and early summer, 1948: Devastating flood on lower Columbia. 
Vanport wiped out with large loss of life. President Truman directs Bureau 
and Corps to coordinate their water development plans in order to get a program 
going immediately to control the river. June 3, 1948, supplemental report from 
Bureau in response to President’s order, including recommendations for Hells 
Canyon dam. 

8. September 8, 1948: Idaho Power asked FPC to hold its application for pre- 
liminary Oxbow permit in abeyance. This is a result of protests from the 
then Interior Secretary and various Northwest groups. 

9. October 1, 1948: Corps of Army Engineers comprehensive plan published 
(H. Doe. 531, 81st Cong., Ist sess.). Included a main control plan to achieve 
control of floods by upstream storage, and for power, navigation, and other 
purposes. Hells Canyon was included as a key project in the main control 
plan, the site and type of dam were different from the Bureau’s and storage 
capacity smaller. 

10. November 1948: Senate bill 99 erased from Oregon statute books by more 
than 60,000 votes. 

11. April 11, 1949: Corps and Bureau coordinate their separate Columbia 
Basin plans into a single joint plan. Hells Canyon retained and assigned for 
construction to Bureau, since it was located near potential irrigation develép- 
ments upstream which would be aided by Hells Canyon power revenues. 

12. June 21, 1949: Federal Power Commission endorses coordinated plan, in- 
cluding Hells Canyon “as a coordinated basic framework” for development 
which would permit “the optimum ultimate development of the potential water- 
power resources of the basin, consistent with all other water resources and 
requirements.” 

13. February 1, 1950: Bureau of the Budget approves Intérior’s re¢ommenda- 
tion for authorizing Hells Canyon dam. Proposed legislation was in form of 
report of Senate Interior Committee written into H. R. 5472 (8ist Cong., 2d 
sess.). Whole Bureau proposal, including Hells Canyon, defeated in Senate, but 
not on merits. That same year, Senator Dworshak introduced bill for Bureau 
construction of Hells Canyon, which died in committee. 

14. December 15, 1950: Idaho Power Co., 2 weeks before expiration date of 
its preliminary permit applied to FPC for license to construct Oxbow Dam, 
talked about four other run-of-river dams, totaling with Oxbow, about 695,000 
kilowatts installed capacity, comprising a “comprehensive plan” to develop Hells 
Canyon. 

15. Interior and other groups filed protests against the Oxbow license applica- 
tion, and Idaho Power let it lay from the above date until FPC held field hear- 
ings July 14, 1952, in Baker, Oreg., and Boise, Idaho, after having granted peti- 
tion of Interior and various Northwest groups to intervene against the license 
application. 

16. November 10, 1952: Idaho Power amended its Oxbow application for a per- 
mit with a new “comprehensive” proposal as an alternate to its 5-dam scheme. 
This was for 3-dams, just as is now licensed, Oxbow and Little Hells Canyon, 
with no storage, and Brownlee with 1 million acre-feet of storage. 

17. January 1953: President Eisenhower inaugurated. February 1953, Secre- 
tary of Agriculture Benson withdrew intervention against the company’s Oxbow 
application which had been filed by former Secretary Brannan in late December 
1952. 

18. On May 5, 1953, former Interior Secretary Douglas McKay withdrew for- 
mer Secretary Chapman’s intervention against the Oxbow application, and said 
that the matter should be left to the Federal Power Commission. According to 
Columnist Thomas Stokes, McKay tore up a memorandum he had: drafted sup- 
porting the high dam and prepared another withdrawing opposition to Idaho 
Power’s plan after receiving a telephone call from Sherman Adams. 

19. On May 6, the Idaho Power Co.’s stockholders meeting was held in An- 
gusta, Maine, authorizing the company to file for license to construct Brownlee 


94133—57—pt. 1——6 
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and Little Hells Canyon Dams with FPC, and letter was sent the same day by 
a company representative to the FPC announcing that such a filing would be 
made. 

20. On May 15, 1953, the company filed for licenses to build Brownlee and Lit- 
tle Hells Canyon. The FPC consolidated the 3-dams applications into one pro- 
ceeding and scheduled Washington hearings before the FPC which began July 7. 

21. National Hells Canyon Association formed in Portland, Oreg., between 
May 18 and June 1, 1953. It organized, raised money, hired counsel, obtained 
intervenor status, and carried the hearings forward as opponent representing 
farm, labor cooperative, public power, and citizens groups in the Pacific North- 
west. 

22. In July 1953, hearing on Idaho Power Co. license began. Idaho Power 
President Roach testified that the financing would be “exactly the same proce- 
dure as has been followed in the past” (to wit issuance of securities). (Appli- 
cant’s brief, p. 52.) Idaho Power also contended that over the license period 
the 3 projects would provide taxes to the Federal Government in the amount 
of over $289 million, “and this without a single dollar of investment of public 
funds.” (Applicant’s brief, p. 107.) Mr. R. P. Parry testified that, “The appli- 
cant is here before you asking the privilege of constructing solely with its own 
money and without 1 cent of cost to the taxpayers of the United States a great 
multipurpose project.” (FPC transcript.) 

23. In August 1953, however, Idaho Power Co. applied for rapid-writeoff certi- 
ficates on the Oxbow and Brownlee projects (but, significantly, not on the low 
Hells Canyon Dam itself, a project which proponents of the high dam have 
consistently argued that Idaho Power doesn’t intend to build at any time in the 
near future). At the same time that they are asking for special tax favoritism 
on their projects (at considerable cost to the American taxpayer), ads in na- 
tional magazines were hypocritically saying, “Taxpaying, business-managed elec- 
tric companies can provide the electric power America needs. Isn't it extrava- 
gant for the Federal Government to spend your tax money to provide it?” 

24. In December 1954, confronted with the fact that his firm had asked for 
rapid-writeoff certificates, Mr. Roach said that he had “faint hope” that these 
would be granted. (FPC transcript.) 

25. In April 1955, ODM and Interior conferred and revised the goal for elec- 
tric power needed for “national defense” upward, possibly to lay groundwork for 
granting of certificates to Idaho Power. At any rate, only 2 months later Mr. 
Frye of Interior admitted to the Joint Committee on Defense Production that 
Interior did not really know how much power would be needed for a war because 
it lacked information (this, though they had 2 months before announced a “goal” 
of 150 million kilowatt-hours to “take care of requirements for full mobili- 
zation’). (See ODM staff paper of April 1955 and Defense Production Act 
Progress Report No. 31, p. 62.) 

26. In May 1955, Examiner Costello issued his report on Idaho Power License 
Application, indicating clearly that the high dam was better adapted to full 
development of the Snake, but granting the license for Brownlee on the ground 
that he didn’t expect Congress to act on the high dam. 

27. On July 27, 1955, FPC decided to issue the licenses for all three projects, 
stating that ‘these public purposes will be realized without expense to the United 
States to the extent that the projects are constructed by a non-Federal entity.” 
The FPC also stated that development by the applicant would provide flood- 
control storage and aid to navigation “at no cost to the United States’ (FPC 
Opinion 283, p. 17). The next day, July 28, Mr. Kuykendall, Chairman of FPC, 
told a House subcommittee that he could not discuss Hells Canyon because the 
case was pending before the Commission. On August 2, Congress adjourned, 
and 2 days later, FPC announced its decision, 1 week after it had been adopted. 

28. In July 1956, Mr. Flemming of ODM advised Senator Watkins that Idaho 
Power had not asked for accelerated depreciation on Hells Canyon Dam, and 
Senator Watkins told Senator Robertson, of Virginia, that Idaho Power Co. had 
been granted no special depreciation allowance and did not intend to ask for 
any “because it did not consider it good business.” To the extent that Idaho 
Power Co. had not asked for certificates on its proposed (for some nebulous time 
in the future) low dam at Hells Canyon itself, these assertions may have been 
technically true. In view of the fact that they had asked for certificates on 
the two other projects proposed for the middle reach of the Snake, these asser- 


tions were misleading. (See correspondence between Alex Hudgins and Senator 
Robertson. ) 
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29. In March 1957, in spite of testimony before FPC that financing of their 
project would be in the usual way (see 1953 above), Idaho Power asked permis- 


sion of FPC for a special financing arrangement using $40 milliion in short-term 
promissory notes. 


30. In early April 1957 the Supreme Court refused to interfere with FPC’s 
decision to grant the license to Idaho Power Co. on jurisdictional grounds. 

31. April 17: ODM approved accelerated amortization certificates on both 
Oxbow and Brownlee, certificates which in effect entitled Idaho Power Co. to 
about $30 million in interest-free loans from the Treasury. But the approval 
of these certificates was not announced until April 25. (See item 35 below.) 

32. April 19, 1957: Congress recessed for Easter vacation. 

33. April 22, 1957: ECIC secretary, Mrs. Sarah Hughes, called and talked with 
Mr. Farrell of ODM who said the applications from Idaho Power Co. were still 
pending, and he did not know when action would be taken. 


34. April 24, 1957: FPC grants special permission to Idaho Power Co. to 
borrow up to $40 million on promissory notes to build two dams. 

35. April 25, 1957: Gordon Gray announces at press conference that certificates 
have been approved. (Gray was appointed head of ODM March 14, 1957.) 

36. May 7, 1957: Secretary of the Treasury George Humphrey told Senate 
Finance Committee that he favored drastic tightening of tax writeoff law pro- 
posed in Senator Byrd’s S. 1795. Humphrey stated that only Gordon Gray could 
explain the special conditions leading to Idaho Power certificates, 

37. May 9, 1957, Gordon Gray defended issuance of certificates to IPCO as 
being a matter of “equity,” and did not see any subsidy involved, and asserted that 


IPCO had met all of the criteria of ODM—including getting new generation on 
the line by December 31, 1958. 


Mr. Exxis. This chronology begins with the completion of the 
Bureau of Reclamation’s reconnaissance survey of the Hells Canyon 
site in 1946, on through the first Idaho Power Co. application to FPC 
for a permit to investigate the Oxbow site in 1947, through the inte- 
gration of the Bureau and Corps of Engineers plans in 1949, FPC 
endorsement of the coordinated plan in 1949, approvel by the Bureau 
of the Budget of Interior’s recommendation of authorization of Hells 
Canyon Dam in 1950, the introduction of a bill in the same year by 
Senator Dworshak providing for construction of Hells Canyon, 
through the wesennbulaticin and obfuscations of the Idaho Power Co. 
as it struggled with all the ingenuity Ebasco could provide to prevent 
adulteration of its monopoly catia of the State of Idaho, moving as 
it did from 1 to 5 dams and then to 3 and back to 2 dams on the Snake; 
Interior and Agricultural Secretaries Chapman and Brannan’s inter- 
ventions in opposition to the power company schemes, to the shameful 
withdrawal of these interventions by successors Benson and McKay ;' 
on through the remarkable coincidence of Idaho Power Co.’s stock- 
holders’ approval of the 3-dam application—all in the chronology. 
The latter application was authorized by the stockholders of this 
Maine corporation—also advertising itself as a local corporation—the 
Idaho Power Co. on May 6, 1953—1 day after former Secretary of 
the Interior McKay had pulled Interior out as an intervenor against 
the power company dams—and only a few days after Ebasco official 
penman had written that Idaho Power Co. President Roach was 
“optimistic” after his Washington, D. C. “discussions” which had led 
him to believe that he had better add “little” Hells Canyon and 
Brownlee Dams to his Oxbow application if he hoped to succeed in 


killing high Hells Canyon. 








1 With one of the Nation’s most respected columnists contending that Douglas MeKay 
planned to support full development of the Middle Snake but was prevailed upon by Sher- 
man Adams to pass the buck to a Federal Power Commission where Mr. Kuykendall could 
be relied upon to do the bidding of the power companies. (See exhibit No. 25.) Candidate 
Eisenhower had already been warned of the game he was getting into by Columnist Roscoe 
Flemming. (See exhibit No. 26.) 
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After that the machinery moved into high gear. FPC ceased its 
postponement of hearings and began hearings on July 7, 1953. At 
these hearings, Idaho Power Co. President Roach insisted that the 
projects would be constructed to develop the Snake with private 
funds “* * * without a single dollar of investment of public funds.” * 

(The documents are as follows:) 


Exuisit No. 25 


{Washington Star, April 17, 1957] 
By Thomas L. Stokes 


TALE AsoutT “ASSISTANT PRESIDENT” 


SHERMAN ADAMS BELIEVED DIRECTING FIGHT AGAINST DEVELOPMENT OF PUBLIC 
POWER 


This is a tale about Sherman Adams, major-domo in the Eisenhower adminis- 
tration under his innocent title of “Assistant to the President.” 

It is a tale, too, about geography, Sherman Adams’ geography in New Hamp- 
shire, where he once was governor, and how it reacted politically on a lot more 
geography spread in magnificent splendor of mountain, forest, plain, and swiftly 
coursing rivers in the West and Northwest and on the Pacific Coast and also, 
indeed, in the South. 

But we'll stick to the West, first. This will take us to Salt Lake City and 
another one of Republican National Chairman Meade Alcorn’s regional con- 
ferences on May 3'and 4. There will gather-Republican ‘political leaders from 
nine States—Oregon, Washington, California, Idaho, Nevada, Utah, Arizona, 
New Mexico, and Montana. The purpose of these regional meetings, of which 
there are six altogether, is to try to find out how the Republican Party can win 
next year’s congressional elections. 

That being the aim, much study must be given at Salt Lake City to the sad 
news the Republican Party got in some parts of that vast area last November, 
especially in-Washington, Oregon, and Idaho. Fer one of the biggest election 
surprises was the earthquake which, despite the Eisehhower victory: for Presi- 
dent, shook up that region. It elected Democratic Senators in Oregon, Wash- 
ington, and Idaho, added two Democratic House Members to make it three out 
of four Democrats in the State’s House delegation here along with two Demo- 
cratic Senators, elected Democratic Governors in Oregon and Washington, and 
made wide gains in State legislatures. 

Admittedly a factor in this Democratic upheaval was that big gorge with the 
intriguing name—Hells Canyon—in the Snake River along the Oregon-Idaho 
boundary. A big piece of geography. Democratic candidates made an issue of 
it.. They attacked the Eisenhower administration and former Secretary of 
Interior Douglas McKay for helping to hand over development at Hells Canyon 
to a private power company, Idaho Power, an absentee-owned: corporation which 
holds its stockholders meetings in Augusta, Maine. The Idaho’ Power Co. was 
awarded a license to build three dams at Hells Canyon by the Federal Power 
Commission. The way was opened for the company when Secretary of Interior 
McKay withdrew from the FPC a recommendation by his Democratic prede- 
cessor, Secretary Oscar Chapman, for construction of one high dam by the Gov- 
ernment at Hells Canyon. The latter was in keeping with the overall plan. 
prepared by the Army engineers for development of the Columbia River system, 
of which the Snake is a tributary. 

Now we come to Sherman Adams, who won't be at Salt Lake City. 

it was he who called Secretary McKay from the White House early in the 

tisenhower administration and instructed him to withdraw the Chapman 
recommendation for a high Federal dam. Thereupon Secretary McKay tore up 
the memorandum which he had drafted supporting the high Federal dam and 
prepared another to withdraw the previous recommendation. 

So much for western geography. Now for Sherman Adams’ geography, to get 
a better understanding of why he is directing the fight against public power 


7Applicant’s brief. p. 107. Also see Idaho Power Co. brief to the U. S. Court of 
Appeals, April 6, 1956, p. 10. 
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development. His attitude reflects a widespread antagonism in New England 
among businessmen against Federal power development. They have resisted 
development of their rivers for production of cheap electric power by compre- 
hensive Federal development. This failure is a factor in migration of so many 
mills to the South. Because of that migration, much of it to the TVA cheap 
power territory in the Southeast, you find deep-seated hostility toward TVA 
among New England’s Members in Congress. 

That is shared by Sherman Adams. He revealed that by his attempt to pre- 
vent the Chairman of the Securities and Exchange Commission, J. Sinclair 
Armstrong, appointed Tuesday by President Eisenhower to be Assistant Secre- 
tary of the Navy, from turning over certain information to a congressional com- 
mittee investigating the Dixon-Yates deal. That deal, you may recall, was an 
attempt to cut under TVA, which was instituted by the Eisenhower administra- 
tion and finally abandoned when exposed by the Senate investigation. 

We see Sherman Adams’ hand in the Hells Canyon imbroglio again in the last 
Congress. He put heavy pressure on Republicans in the Senate to line them up 
and, with the help of a handful of southern Democrats, to defeat the Morse- 
Pfost bill that would have nullified the FPC license to Idaho Power and author- 
ized Federal development at Hells Canyon. 

There very likely will be talk at the Salt Lake City Republican meeting about 
Hells Canyon and what it means in politics, though it is unlikely anyone will 
be so bold as to point the finger at Sherman Adams. But it is he who is the real 
driving force in the administration’s war on public power development. 

Credit should go where credit is due. 


Exuisit No. 26 
[Denver Post, ‘August 13, 1952] 


TABLE STAKES, No LiMir POKER—PLEASE, IKE, LOOK OuT FoR LEN JoRDAN’s CREW 
(By Roscoe Fleming) 


Gov. Len Jordan of Idaho gumshoed in and out of Ike’s headquarters the 
other day. Now we hear that Ike is going to Len’s offices in Boise to learn about 
power and other natural resources from western Republican governors. 

Please, Ike, look out. In foreign affairs you’re superbiy at ease. On the 
home grounds you remind me a little of a man who’s accepted an invitation to 
learn to play poker by sitting in a no-limit, table-stakes game—with professionals. 

Who is Len Jordan? He’s a man who’s trying to soft-soap us, the American 
people, into letting go our last really great western dam site, to destroy forever 
nine-tenths of its potential value so he can slip its empty husk to the private 
company that dominates Idaho and its policies and public officials, almost as 
ruthlessly as the Copper Dust twins, Anaconda Copper and Montana Power 
dominate neighboring Montana. 

This dam site is in Hells Canyon, where the mighty Snake River rushes 
through a gorge deeper than the Grand Canyon, to join the even mightier Colum- 
bia. 

The Bureau of Reclamation plans here the world’s highest dam, that would 
proudly take its place with Hoover and the Grand Coulee in contributing to the 
future of the West and to the safety and prosperity of the Nation. 

Yes, and like them, its place as a symbol of a living democracy through which 
we, the people of the United States, lick the most tremendous problems by putting 
our shoulders to the task all together—then, heave, ho. 

This dam would directly provide 1,200,000 horsepower for the Northwest, and 
by regulating the river flow it would help the lower dams to put out an addi- 
tional 300,000 horsepower of prime or fulltime power, the most valuable kind. 

It would hold back water for flood control—and the Army engineers say the 
Columbia still has only a fraction of the flood storage needed to avert another 
tragedy like that of 1948. 

It would store water for irrigation, and it would earn money to help pay out 
new irrigation projects for Idaho that are so costly this is perhaps the only way 
she’ll ever get them. 

It’s vital to national and northwestern development. If one could put a value 
on Hells Canyon, I should say that we, the people, should never sell our property 
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for less than $5 billion; and as a spiritual symbol of democracy unconquered 
and unconquerable (save by itself) it’s beyond all price. 

But Mr. Len Jordan, the entire Republican delegation in Congress, and the 
Idaho Power Co., a Maine corporation, all want to destroy almost all the value 
of this site, and turn the rest over to the Idaho Power Co., solely for its profits, 
not for the Nation’s nor the Northwest’s benefit. 

This, heaven help us, they call vindicating private enterprise! 

They’ve asked the Federal Power Commission for a permit to develop one 
damsite (which would cancel Hells Canyon if granted) that would provide about 
150,000 horsepower. They say they’ve plans to develop 4 other sites. The 5 
together might provide about 600,000 horsepower at most. 

These would be run-of-river plants—no irrigation storage, no flood control, no 


help in the mighty Columbia Basin plan. No value, in other words, save to 
Idaho Power Co. 


To complete the picture the Bureau has offered to set aside perpetually for 


Idaho (probably Idaho Power Co.) at least 400,000 horsepower of the cheapest 
power on earth, from Hells Canyon Dam. 

But Len Jordan and Idaho Power Co. say it’s socialism, for us, the American 
people, to want to keep and develop our own property, instead of consenting to 
the destruction of nine-tenths of its value, so that the remainder may be ex- 
ploited for profit. 


We wouldn’t let them touch a match to all the national forests in Idaho, only 
to preserve and make more valuable the monopoly of the owners of its private 
trees. But this is just the kind of thing they’re asking for Hells Canyon. 


Don’t buy this one, please, Ike. It'd be like betting a pair of treys into the 
teeth of a royal flush; tablestakes, no limit. 


Mr. Exuis. Later, R. P. Parry of Idaho Power was to testify that— 


The applicant is here before you asking the privilege of constructing solely 
with its own money and without 1 cent of cost to the taxpayers of the United 
States a great multipurpose project.’ 


Only a little more than a month from publicly making this pledge, 
Idaho Power, apparently under the guidance of EBASCO, filed ap- 

lications for accelerated amortization certificates on Oxbow and 

rownlee projects—even if not on low Hells Canyon which propo- 
nents of comprehensive development have continued to insist the com- 
pany never intended to build at any time in the near future despite 
its protestations to the contrary. While this hypocritical maneuver- 
ing was going on the Electric Companies Advertising Program 
(ECAP) was busy filling the slick magazines with expensive adver- 
tisements asserting that “tax-paying, business-managed electric com- 
panies can ceatiie the electric power America needs, Isn’t it ex- 
travagant for the Federal Government to spend your tax money to 
provide it?” (And, Mr. Chairman, charging the bill for this propa- 
ganda to the electric consumer. ) 

Mr. Chairman, I heard reference this morning to these ads which 
the power companies have run in the slick magazines claiming there 
would be a great subsidy if the Federal high Hells Canyon Dam were 
built by the Government, and no subsidy, nor expense to the tax- 
payers if a private power company built the dams. 

Let me show you. I have here in my hand the Saturday Evening 
Post brochure, copyright 1956, containing reproductions of these many 


ads. I read from the inside cover of this brochure. Inside the cover 
it reads, 


Fifteen years ago the Saturday Evening Post carried a full-page advertisement 
signed by 50 local electric companies, all producing power for American or under 
American business management. 





1FPC transcript. 
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Now the Saturday Evening Post says, 


This was the beginning of ECAP electric companies advertising program. By 
the end of 1956 the Post had carried 169 ECAP advertisements, more than any 
other major publications; they are reprinted here to show how one industry 
advertising itself consistently and persistently has been able to help shift the 
great weight of public opinion. 


The ECAP campaign continues. 


Watch for it in the Post. ECAP advertising is designed to win public support 
for the independent electric light and power companies. Most people 15 years 


ago favored Federal public power. Today the balance has swung in favor of the 
electric companies. 


And one more paragraph, 


In the August 1950 issue the Post warned editorially—quoting itself—We 
can’t salvage free enterprise without a battle. 


Then there is one more sentence. 


The advertisements which follow have been used in the battle along with 
the editorial comment to help turn the tide of public opinion. 

Now let me turn over here to one of these ads. This one ran in the 
Post and no doubt in many other publications. Here is a photograph 
cf Hells Canyon area, showing the great canyon and the river in the 
bottom. Note the headings, “Would you throw 375 million tax dollars 
into Hells Canyon?” That’s the heading. 

I won’t read all of the ad. But let me call your attention to 2 or 3 
statements in it. 


This would be a needless expense because the local electric light and power 
company— 

This is the Idaho Power Company of Maine, it is talking about— 
“The local electric light and power company already has offered to 
develop the power at no cost”—and at no cost is in italices—“to Ameri- 
can taxpayers.” At another place this line: “The company and its 
investors will pay for it.” And at another place, “Those who want 
a socialistic America know that when Government takes over elec- 
tricity”—where has Government ever done that—“It is a step toward 
control of every business, farm, and family.” 

My point there is that the whole tenor of these is a fraud and false. 

Let me call attention to 2 or 3 other ads briefly. I would suggest 
that you might like to get this from the Post. 

I hope you don’t ask me for this one because I think it is the only 
one we have and they are hard to get. You can get one of these 
brochures. We will lend it to you or give it to you if you need it, 
if we must. 

Senator O’Manonry. I would like to look at it, Mr. Ellis. 

Mr. Etxis. On page 174—these are all power company ads you 
oo 

Senator O’Manonry. The Congress of the United States before 
long will be confronted with another question with respect to the 
mailing privileges of national magazines. Congress has always been 
generous with these national magazines. Congress has also been 
generous with these national magazines in the cost levies for the 
transportation that is furnished. Of course, some of them go by 
express now, but the second-class privilege has always been granted 
upon the theory that publications, newspapers and journals help to 
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educate the people but when journals, instead of helping to educate 
the people, are conspiring to keep them in ignorance of the facts, their 
right to the subsidy which they get is ne longer clear. 

Mr. Extis. I think you are so right. I think this sort of thing will 
wreck America and wreck our Government itself if it is not contained. 

Senator O’Manonry. You know we have gone far down the road 
to the abandonment of the Government of the people which was 
founded here and defended by so many statesmen of both parties. 
Just a few moments ago on the floor of the Senate I had occasion to 
make some remarks about the work of the Census Bureau which 
gathers the basic facts upon which we can only frame sound opinions. 
Unless you have facts which are beyond dispute you can’t form sound 
opinions. 

I pointed out that on the basis of the returns received by the 5 
wealthiest States during 1955 by way of taxes and otherwise, and the 
returns received by the 5 wealthiest corporations of the United States, 
we have an illustration of what concentration of economic power has 
done. Of course there is great concentration of economic power in 
the so-called private utility, which is not a private utility at all but 
a collective group. Most of the stockholders in these corporations 
have no more to do with the management of the corporations than 
to sign a proxy statement. The management is carried on by direc- 
tors who frequently own only a minority of the stock. 

The figures to which I refer, however, are these. The five wealthiest 
States in the United States as of 1955 were New York, Ohio, Penn- 
sylvania, California, and Texas. Their total assets that year 
amounted to $5,669 million. The receipts of the five wealthiest cor- 
porninene--ronecel Motors, Standard Oil of New Jersey, American 

elephone & Telegraph, Ford Motor Co., and the United States Steel 
Co.—amounted to more than 51% times as much as the 5 greatest States. 
Their income and receipts were $31,660 million as compared with 
$5,669 million. These great corporations are the real taxing power 
in America today because they fix the prices of the commodities that 
all the people and the businesses must pay. They do it though they 
are created by the States which have no power whatever over inter- 
state commerce. The fight that you and others like you are making, 
Mr. Ellis, for the salvation of REA against the collective private 
utility is a fight for basic American freedom, and I think the Satur- 
day Evening Post ought to learn that, despite the receipts it gets 
from advertising. 

Mr. Extis. I thank the Senator for a great statement said far bet- 
ter than I could say some of the things I wanted to say. I would 
also add that from our particular viewpoint the commercial power 
company has another great advantage in that it is declared to be a 
public service monopoly given free reign, protected as to its terri- 
tory, given freedom from competition, and then permitted to operate 
cost-plus, thereby charging off millions of dollars as expense for these 
ads we are talking about and costing its stockholders nothing. 

I would call your attention to ads, when you look at this brochure, 
appearing on pages 174, 172, 169, 166, and 167, and I want to point 
out these ads appearing on pages 166 and 167 myself for a moment. 
The first of them, dated May 26, 1956, titled “Electric Companies To 
Double the Supply of Electricity by 1965.” That in itself is signif- 
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icant because they are boasting they will always supply whatever elec- 
tric power is needed and when it is needed without expense to the tax- 
payers. But in a little square here in the ad is an amazing state- 
ment having to do directly with Hells Canyon. It shows a man, the 
photograph or drawing shows a man here presumably beginning work 
on one of these little runt dams and the title is : “He Is Saving America 
$465 Million,” and I read— 

One of the many places where independent electric companies are saving you 
tax money is Hells Canyon on the Idaho or Oregon border. In the photograph 
above an engineer scales the walls of this canyon surveying for a power dam 
to be built by the local electric company. Three dams along the wild Snake 


River in Hells Canyon will double the electricity available to people in the 
local company’s service area. 


Note that use of local company. 


At the same time these dams will save you and your fellow taxpayers $465 
million. That is how much this project would have cost the public if the 


Government built it. 

This is Idaho. Power Co. and others talking through this ad. 

On the opposite page, page 167, another ad, or a part of the same 
one, this part titled “How Much Is He Saving You in Taxes?” And 
in fine print under this— 


Here’s how much the people of each State save in taxes because the local in- 
dependent electric company instead of the Government is building the Hells 


Canyon power project. 

A list of all the States and from your State of Montana, Mr. Chair- 
man, for instance, it shows a $114 million saving to the taxpayers 
by the power company building thedam. In your State of Wyoming, 
Senator, $700,000. We hope to show you before this hearing is over 
thatthe dam would cost the people nothing if built by the Federal 
Government, but would cost the people several times the investment 
ina Federal dam if built by the Idaho Power Co. 

The note here on the side of the ad is: “The independent industry 
story set to tax savings.” Now let me show you a document that has 
come into my hands since I have come into this room this morning. 

Who owns the local company the ads talk so much about? This is 
from the Federal Power Sinsanieatn records for 1956, and as you 
know, the records list the 10 principal common-stock holders as being 
in most cases—I believe the Federal Power Commission determines 
the control group—John Hancock Mutua] Life Insurance Company 
of Boston, 40,000 shares of common, and 40,000 of the preferred 
(carrying 10 votes each). 

Harvard & Co., Boston, 64,000 shares of common, none preferred. 

Steere & Co., Philadelphia, 46,814 shares of common, 16,250 shares 
of preferred. 

Thomas & Co., New York, 60,500 of common. 

Aetna Life Insurance Company of Hartford, 4,000 common and 
55,000 preferred. 

Olen & Co., Chicago, 45,652 shares of common. 

The Northwestern Mutual Life Insurance Co., Milwaukee, here’s 
one that got west of the Mississippi River, 40,000 of preferred, no 
common. 

Bishop & Co., Boston, 40,000 common, no preferred. 

Liberty Mutual, Boston, 14,100 common and 20,000 preferred. 


LETTE TUB SUE AS 
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New England Mutual Life, 16,000 common, 16,000 preferred. 

I understand that the figures show that 64.6 percent of the common 
stock owned is owned in New England and the Middle Atlantic States 
and by 25.7 percent of the holders. Before I go on I should comment 
that some of these groups, it is true, are only holders of record. But 
we also know that those are often avenues of control. For instance 
some of these groups that are holders of record have their officials 
showing up on the board of directors of the power companies, indi- 
cating that they are real sources of control. The controls are in the 
East and not local out in Idaho. 

The company is incorporated in Maine. It is close to a fraud itself 
to always be talking about the local company out there when it is 
not so. 

Senator O’Manoney. Where do the stockholders meet ? 

Mr. Exuis. In Maine. 

Here is also a further listing titled “Certain Income Deduction 
Accounts.” This is account 538. Note the figure. These are contri- 
butions of the Idaho Power Co. showing, I think, or tending to show, 
that it is a great propaganda concern; it is using the people’s money 
to try to propagandize this thing over on the American people— 
chamber of commerce dues, $300. 

The Idaho Power Co. has killed 3 electric co-ops, 1 in Idaho and 2 
in Oregon; tried to kill another where I was at a meeting where the 
power company officials came in and told them a lot of untrue state- 
ments to try to get them to turn over the facilities to the power 
company. 

Also, National Association of Manufacturers, dues, $800. 

Keep Idaho Green Committee, $500. 

Pacific Northwest Development Association, $250. Why would 
Idaho Power Co. be contributing $250 to Southern States Industrial 
Council? 

American Enterprise Association, $250. This is for 1956. 

Citizens Committee for the Hoover Report, which of course seekr. 
to kill the rural electrification program and the Federal power pro- 
gram, $500. Freedom’s Foundation at Valley Forge, $500. 

Some service contract charges Ebasco Services, Inc., $20,213, paying 
Ebasco to help them kill Hells Canyon Dam in my opinion. 

Bozell & Jacobs, Seattle, that is another one of these propaganda 
and maneuvering outfits for the power companies, $11,946. 

N. W. Ayer & Co., that is ECAP, which creates and runs the slick 
ads. In 1956, Idaho Power Co. according to its filings with the Fed- 
eral Power Commission paid ECAP $11,727 for its part of the slick 
magazine ads. 

enator Krerauver (presiding). Mr. Ellis, is that the compilation of 
some of the slick ads? 

Mr. Extis. Yes. 

Senator Kreravuver. I think it would be well to file it with the sub- 
committee. 

Senator O’Manoney. He resists that request. He was unwilling to 
file it with the committee. He was willing to lend it to us, however. 

Mr. Exxis. I suggested that the committee can get a copy more easily 
from the Post than we can. 
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Senator Krravuver. That’s a good suggestion. 

Mr. Exxis. Total Federal income taxes charged during the year, 
$4,418,700. 

Mr. Chairman, if the $30 million interest-free loan stands, if they 
are to be granted and they have been granted to Idaho Power Co., it 
would amount to a tax savings of 52 percent of $6 million a year. It 
would be possible, if Idaho Power Co.’s net income before income 
taxes is low enough, that the Federal Government would receive no 
revenue at all from them. 
ama Keravuver. Repeat that again, Mr. Ellis. That is aston- 
ishing. 

Mr. Exu1s. According to the Idaho Power Co.’s own figures for 
1956 and I read: “Total Federal incomes taxes charged during the 
year”—its filings now with the Federal Power Commission—“$4,- 
418,700.” If their depreciation account were increased large enough, 
if they could get enough rapid tax amortization certificates, they might 
be able to, for tax purposes, increase their expenses to equal more than 
their net income for tax purposes, and thereby pay no Federal income 
taxes. 

There would be no tax payments. Uncle Sam would receive no 
revenue. 

Senator Kerauver. It would be possible then for a corporation to 
receive enough rapid tax amortization certificates so that they would 
wipe out their Federal income taxes. At any rate, since these certifi- 
cates increase the company’s expenses, the revenue of the Federal 
Government will be decreased, and then the Government might have 
to borrow money at high interest rates which other taxpayers would 
have to pay for. 

Mr. Exxis. But we are going to show you that the subsidies which 
come to the power company far exceed the certificates themselves. 

Confronted with the fact that his firm had applied for tax sub- 
sidies on these dams in December 1954, President. Roach asserted that 
- ~_ faint hope that they would be granted. (See exhibit No. 
27. 

(The document referred to is as follows :) 


ExHIsIt No. 27 


Excerpt or TESTIMONY or ROACH (PRESIDENT, IDAHO PoWER Co.) Durtne FPC 


Hetts CANYON HEARINGS ON ACCELERATED TAX AMORTIZATION (PP. 8732- 
8735) 


Question. In your projection of exhibit 28 is provision made for any such 
accelerated amortization items with respect to any of the three dam projects? 

Answer. Well, there are no items that have anything to do on exhibit 28, as 
I recall it, with the three-dam project, are there? 
Question. No, but my question related to the projection of exhibit 28 through 
1962. 

Answer. Similar to exhibit 28? 

Question. Yes. 

Answer. No, there are none. 

Question. Has the Idaho Power Co. filed application with the Office of De- 
fense Mobilization with respect to any of the proposed three dam constructions? 

Answer. It has filed applications in connection with the Oxbow and the Brown- 
lee projects. 

Question. But not with respect to the low Hells Canyon project? 
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Answer. No, we haven’t filed with respect to the low Hells Canyon Dam 
project, and the reason we have not is because we were advised that in the pro- 
gram of the Defense Electric Power Administration, the Office of Defense Ma- 
terials, there had been set up an objective or a target of a million kilowatts of 
generating capacity for which certificates might be issued; and of that million 
kilowatts in the target or objective range, 800,000 had already been allocated 
and certified, and we were advised that only 200,000 kilowatts of capacity re- 
mained available for application. Therefore, it would do us no good to file 
for anything beyond that. In addition to that, we were advised that to be eligible 
for a certificate the project would have to start within 6 months after the cer- 
tificate was issued and be completed by the end of 1955. We concluded that on 
neither score was there any hope of any promise of a certification as far as 
the Hells Canyon Dam unit in our proposed program was concerned. 

Question. Have you in part also explained then why you haven’t made pro- 
vision in your projection of exhibit 28 for any accelerated amortization items 
relating to Oxbow and Brownlee? 

Answer. I think I have explained it in its entirety as far as I know. Our 
filing of the application I felt was an obligation and inherent in our fulfillment 
of our responsibility as officers of the company, because the Internal Revenue 
Act, section 124 (a), specifically provides for it, and had we not at least made 
the effort, even through we had faint hope of any success, we would have been 
derelict in our responsibility to our customers. 

Question. But I take it that the absence of accelerated amortization items in 
your projection of exhibit 28 is due to the faintness of hope with respect to 
your pending application before the ODM; is that correct? 

Answer. Absolutely. I testified on direct that we hadn’t included it but if it 
were available to us we certainly would take steps to put ourselves in the position 
to take advantage of it, so that if and when the time came that seemed expedient 
and advantageous to do so, we would have taken the necessary steps and qualified 
to take advantage of it. 

Question. And if your faint hopes should blossom, it would have the effect of 
increasing your estimated cash generation figures ; would it not? 

Answer. Yes; it would. 

Question. And perhaps very materially? 

Answer. Relatively speaking, I would say materially. I have no idea as to—— 

Question. You have no idea what, sir? 

Answer. I will stop right there. 

Question, On what percentage of your costs 0n Oxbow and Brownlee are you 
applying for a certificate? 

Answer. We are applying for no percentage at all, Mr. Hilmer. My under- 
standing of the procedure in effect is that—I don’t know who does this, whether 
it is the ODM or the Defense Electric Power Administration, if such is still in 
existence—a determination is made by whatever agency has that responsibility 
as to how much of a particular project is in excess of the normal needs of the 
particular applicant, having in mind some advance period of growth for which 
provision is made. In connection with our application, we were required to file 
a projection of load growth, existing capacities, and proposed additions to ca- 
pacities, and through the medium of an established formula determination was 
subsequently made as to what part of the installation is eligible, if at all, for ac- 
celerated amortization. And it might be anything from 10 percent to, I suppose, 
50 percent or—I don’t know whether they have a ceiling on it now or not. 


Mr. Ets. In April 1955 ODM and Interior conferred and revised 
the goal for electric power upward for national defense. Two months 
later Mr. Frye of Interior was to testify before the Joint Committee 
on Defense Production that the goals had been revised upward, despite 
the fact that they had no data on which to base the upward shift other 
than vague generalizations relating to full mobilization. 

Mr. Frye also pointed out that the basic job of approving appli- 
cations for electric certificates was being done by three Interior Depart - 
ment employees with occasional assistance from Interior’s technical 
review staff and consultants. (See exhibit No. 28.) 

(The document is as follows:) ~ 
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Exuisit No. 28 


Excerpts From House Report No. 1669, 84rH CoNnGrEss, 2p SESSION, FirtH AN- 
NUAL REPORT OF THE ACTIVITIES OF THE JOINT COMMITTEE ON DEFENSE 
PRODUCTION, JANUARY 25, 1956 


DEFENSE MOBILIZATION PROGRAM—HEARING 


On April 15, 1955, Dr. Arthur S. Flemming, Director of the Office of Defense 
Mobilization, appeared before the committee for the purpose of reviewing, in 
general, the progress achieved in the execution and administration of the pro- 
grams authorized by the Defense Production Act (p. 7). 

In carrying out its role, Dr. Flemming said that ODM established policies and 
delegates specific authority to act to other Government agencies. The staff of 
ODM, he said, works with these delegate agencies. ODM also established action 
objectives, such as stockpile and industrial expansion goals. Dr. Flemming said 
that by following this approach, ODM has remained a small staff agency (p. 7). 

With regard to electric power, Dr. Flemming announced to the committee that 
the expansion goal was being reopened and the objective placed on a nationwide 
basis at 150 million kilowatts of capacity by the end of 1958. This represented 
an increase of 34 million kiolwatts over that scheduled to be in place by the end 
of 1955. In answer to a question, Dr. Flemming stated that there has been no 
study as to the need of more power in case of war. The 150 million objective, 
he said, represented the then current best judgment of ODM with the concur- 
rence of the Department of the Interior (p. 8). 

Dr. Edward D. Frye, special assistant to the Assistant Secretary, Water and 
Power Development, told the committee that the functions carried on with respect 
to the field of electric power included assembling and evaluating data as to the 
production capacity of electric utilities and supplying of electric power under 
mobilization condition; serving as an allotting agency for materials for con- 
struction of facilities to provide electric power to AEC installations; making 
recommendations on requests for accelerated tax amortization; and conducting 
special power studies. This work, the committee was told, was being handled 
for the most part by three full-time employees, and that occasionally assistance 
was requested of the Department’s technical review staff and industry con- 
sultants (p. 11). 

The committee was advised that on December 3, 1953, ODM temporarily placed 
the electric-power goal on the suspended list, and that on July 29, 1954, the Act- 
ing Secretary of the Interior recommended to ODM that the goal be closed, with 
certain minor exceptions. The committee was told that a study by employees of 
the Department of the Interior and the Federal Power Commission indicated 
that for the period 1955 through 1957 nationwide capacity, installed or planned, 
would exceed the estimated peak load at follows (pp. 11 and 12): 


Percent 
1955 median margin as percent of peak load__________________________ 20. 6 
Pmt NR, ste he ne es aes Ot Se a ee 18. 6 
RRS 9s oe eee ease ea ae suet ee 18.1 
ND er ee ee a a Ae et a eg oe nn ee eee ee 16. 2 
See ee eee ee ee ed Ba hance tae eg arg se ae eg es 16.7 
me St OSs ee ee eS ee) SE OL or eer a ee 14.9 


Mr. Frye testified that under the then assumed circumstances of partial mo- 
bilization, it was considered that this margin was sufficient to meet the needs in 
all regions with the possible exception of the Pacific Northwest. Subsequently, 
he said, it was decided that planning should be premised on full mobilization. 
Accordingly, on April 15, 1955, ODM transferred electric power to the open goal 
and extended the goal to 150 million kilowatts by the end of 1958. 

Mr. Frye told the committee that generating capacity installed plus installa- 
tions under construction, providing schedules were maintained, would provide 
adequate firm power to meet requirements for the Pacific Northwest until 
1950 or 1951. It was the opinion of this witness that there was no immediate 
problem. 

The chairman placed in the record a chart based on Federal Power Commission 
estimates showing the indicated electric-power reserves for 1958 to be only 
2.2 percent for the Southeast region and 2.0 percent for the Pacific Northwest 
region. Mr. Frye stated that the figures in this chart were based on adverse 
water conditions. As to the Southeast, it was his opinion that should adverse 





90 RAPID AMORTIZATION IN REGULATED INDUSTRIES 


water conditions occur, a shortage could be alleviated by the import of power 
into that area. 

When asked what would be the needs for electricity in the event of war, the 
witness replied that that was not known. Mr. Frye said that ODM had been 
requested to furnish certain basic assumptions and estimates of requirements. 
This request, he said, was made on May 13, 1954, and no reply had been 
received. He stated that without the requested information a study of wartime 
needs could not be made. 

Mr. Arthur B. Vieregg, power adviser, technical review staff, told the com- 
mittee that in his opinion the margin of reserves in being, plus what is scheduled 
to come in, would carry all essential loads during the first 12 months of a war. 
He stated that, during the first 12 months, there would be a time lag required 
for retooling for the manufacture of war items, and during that period it was 
unlikely that the total maximum power demanded would substantially increase 
overloads under peacetime conditions. The witness admitted that additional 
power would be needed if the war continued for 2 years. 

Mr. J. Warren McLaughlin, Chief, Electrical Equipment and Systems Branch, 
Office of Assistant Secretary of Defense, Properties and Installaitons, Depart- 
ment of Defense, told the committee that a power study for war was needed, the 
last one having been made in 1945. He also told the committee that in his 
opinion there will not be a lesser demand for electricity during the transition 
period after the outbreak of war, and that the transition from peace to war 
will be much faster because of the work that has been done in advance. 

In response to a request of the committee, Mr. McLaughlin prepared and 
submitted the following table showing the loads which he estimated should be 
planned for in case of war and the corresponding amount of generating capacity 
necessary to meet'them : 


Capacity Yearly ont- 
Year end necessary to | put in bil- 
peak load serve peak | lions of kilo- 
in millions load of watt hours 
kilowatts 


112 
116 
127 
135 


In explanation of this table, Mr. McLaughlin said: 

“These figures * * * include the output of all electric utilities but do not 
include industrially owned and operated electric-generating plants. At the 
end of 1954 captive generating plants operated by industrial plants, railroads, 
mines, ete., had generating capacity of approximately 16 million kilowatts and 
generated, during that year, almost 73 billion kilowatt-hours. 

“While a reserve and operating margin ot upproximately 15 percent is con- 
sidered to be adequate in peacetime, it can be be reduced somewhat during hos- 
tilities and above estimates include a 10-percent margin by the end of the fourth 
year of war. This reduction in reserve margin would result in a saving of 
several million kilowatts of generating capacity. 

“The figures * * * do not make any allowance for damages by bombing, 
sabotage, etc., as such figure is extremely hard to estimate and, in order to be 
of service, would necessarily have to be applied to certain sections of the country. 

“The loads have been estimated in a comparatively short time and without the 
benefit of months of study which is usually given to preparations of similar 
figures. Reference is also made to the material which appears on pages 59-62, 
131-132, 163-170 of this report.” 


Mr. Exuis. The rest of this story of maneuvering and buckpassing, 
of announcements that licenses had not been granted when they had 
already been granted, of defeat of the proponents of a high dam in 
the courts, and finally to the almost simultaneous issuance of the spe- 
cial privilege of financing construction with short-term promissory 
notes and tax-subsidy certificates is set forth in the chronology. 
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Subsequently at hearings held by Senator Byrd on the basis of the 
fine report issued by his staff in December 1956 calling accelerated tax 
amortization certificates bluntly, a subsidy. Secretary of the Treas- 
ury Humphrey appeared to endorse the belated repeal of section 168, 
locking the stable door after incredible numbers of horsepower had 
already been stolen, but insisting that only Gordon Gray, the new 
ODM Administrator, could explain the Idaho Power Co. certificate 
granted because of special circumstances apparently unknown to the 
Secretary of the Treasury. 


On May 9, Administrator Gray appeared before the Byrd commit- 
tee to assert that he would not characterize it (tax certificates) as a 
subsidy (p. 107 of transcript) on the grounds, apparently that he 
saw some special distinction between a subsidy and an inducement or 
incentive. His stated grounds for approving the subsidy was that 
Idaho Power had filed in 1953, had come under the expanded goals of 
1955, had met the established criteria, had not been granted the cer- 
tificates because of litigation, but had finally been given special privi- 
lege. In making the grant of privilege he said, “I was largely moti- 
vated by equitable considerations,” but the Idaho Power Co. had, 
“met the condions which were imposed by the goal” of expanded power 
output, conditions which included having the power on the line by 
December 1958. (See exhibit No. 29.) 

(The document is as follows :) 


ExuHisiT No, 29 


ExcerPTs FROM THE TESTIMONY OF GORDON GRAY BEFORE THE SENATE COMMITTEE 
ON. FINANCE, ON S. 1795, May 9, 1957 


(From transcript of hearing prepared by Ward & Paul) 


Senator MALONE. Specifically, my question was: “It is discretionary with your 
board and you are the chairman, you can withhold or grant it; is that right?” 

Mr. Gray. That’s right, sir (pp. 90, 91). 

% x * * * * 

The CHAIRMAN. Read the specific section that gives you the power to do this 
(issue amortization certificates) what it is, upon what conditions can you do it. 

Mr. Gray. “There shall be included only so much of the amount of the adjusted 
basis of such facility as is properly attributable to such construction, reconstruc- 
tion, erection, installation, or acquisition, after December 31, 1949, as a certifying 
authority”—that is, Office of Defense Mobilization—‘“designated by the Presi- 
dent, by Executive order, as certified as necessary in the interest of national 
defense during the emergency period.” 

In the interest of national defense (p. 94). 

* * a * * * * 

Senator W1LLIAMs. Under which of those categories would you find the classi- 
fication for this amortization certificate for “Idaho Power’? 

Mr. Gray. The power goal is not involved in these eight (goals still remaining 
open). 

Senator WILLIAMS. You have some more besides these eight? 

Mr. Gray. The electric power goal was closed in December 1955. No new ap- 
plications were received after December 1955 with respect to power; this was 
an application which had been filed in 1953 at the time this goal was open. But 
there is no—— 

Senator WILLIAMS. Had it been turned down before? 

Mr. Gray. No, sir. 

Senator WILLIAMS. How many more pending do you have? 

Mr. Gray. In power, I think not any (p. 96). 

* * * * - * * 

Senator WILLIAMS. Do I understand correctly that anyone who has his applica- 
tion in before you suspended, before you declare your goal completed, are eligible 
for consideration and those who have not filed prior thereto would not be eligible? 
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Mr. Gray. That is correct. 

Senator FrReAR. December 1955? 

Mr. Gray. That is correct. 

Senator WILLIAMS. Would not lend itself to the suggestion that everybody who 
thinks he may at some future date want to be eligible to rush in with an applica- 
tion and load you with a lot of applications just in the event he wants to get under 
the deadline? 

Mr. Gray. I don’t think that happens, Senator, and as soon as there are suffi- 
cient applications to meet the goal which has been established, then, and when 
the goal is closed, there are no new applications received. 

If, before the goal was closed, there are applications which exceed the goal 
established, then certain criteria apply to the selection of those which shall be 
granted involving such things as dispersion and other matters (pp. 96-97). 

aa * * os * cs a 


Mr. Gray. We do not withdraw tax amortization. We do not withdraw a tax 
amortization certificate once it has been granted. 

Senator WILLIAMS. I am not speaking of that, but I am speaking of the fact 
that you wouldn’t even consider an application coming in from another party for 
facilities which would be much more strategically located and better for all con- 
cerned—you would reject it in its entirely because it was not filed in time; is that 
correct? 

Mr. Gray. Because the goal for which the facility was presented had already 
been met. 

There would be no reason for granting tax amortization to a new facility to get 
a productive capacity which was already, in the judgment of those who had con- 
sidered it, been taken care of. 

Senator WILLIAMS. How would you know that the goal had been met solely on 
the basis of these applications because conceivably you could decide against all 
of these applications. 

Conceivably you could have decided against the Idaho Power and many other 
applications in which event you would not have met your goal. 

Is your goal set on applications only, or is it set on facilities after they are 
approved? 

Mr. Gray. No; the goal is set without regard to applications (pp. 99-100). 


* * . * * 


Senator WILLIAMS. If you shut off your applications back in 1955 on the basis 
that you had all the facilities applied for that were needed, you were operating 
on the assumpton at that time that you were going to approve the facilities at 
some future date; is that correct? 

(Sénator Benrfett interrupted and Mr. Gray never answered the question 
(p. 100) .) 
* te co * & + 7“ 

Mr. Gray. * * * The steps involved in the development of the expansion goals 
which have been discussed is that the delegate agencies, for example, if we were 
talking about a military item, the Department of Defense would, working with 
the ODM < staff, identify these deficiencies in productive capacity and recommend 
an expansion goal or goals. 

The Office of Defense Mobilization then reviews and evaluates these deficien- 
cies, and publishes the goals. 

Then the Defense Department would establish control records on the goals 
and recommend projects thereunder for certification. 

The certification is recommended by the delegate agency in which case, or in 
each case which is concerned with the area involved in the expansion goal. 

Then the progress under the expansion goal is monitored by the Office of 
Defense Mobilization (pp. 101-102). 


” * * * = * 


The CHAIRMAN. Mr. Gray, I would like to ask this question, specifically directed 
at the Idaho Power Co. : 

Did you make a survey that would indicate that additional power was needed 
in that particular area for defense purposes? 

Mr. Gray. I did not personally make a survey. 

The CHAIRMAN. Did your organization do it before you granted the certificates? 

Mr. Gray. The processes under which the expansion goal was originally estab- 
lished, yes, sir, did involve a survey of power requirements throughout the coun- 
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try; and when there was established in September, I think, of 1955, a goal of 
150 million kilowatts of power—— 

The CHAIRMAN. In that particular area? 

Mr. Gray. No; this was for the Nation. 

The CHAIRMAN. But the Nation is one thing and that particular area is 
another. 

These are the power companies, and these power companies don’t go all over 
the Nation. I imagine that you put this on a nationwide basis; do you? And 
you must think there is a need in that particular area that is to be served by 
this particular company? 

Mr. Gray. I think it was clear that there was and is a need for increased 
power in that particular area. 

The CHAIRMAN. For what purposes? Defense purposes? Because you would 
not have any right to grant them for any other purposes. 

Mr. Gray. That’s right, sir, for the requirements not only of defense industry, 
but what would be the defense requirements if we became involved in an emer- 
gency. 

The CHarRMAN. Could you furnish the committee with a statement of the 
defense plants that are in that area that required this additional power that 
would be furnished by the Idaho Power Co.? 

Mr. Gray. I will make—lI will furnish the committee with a statement of 
defense considerations. 

The CHAIRMAN. I am surprised to know that that investigation was not made 
before this particular amortization was granted. 

Mr. Gray. The investigation was made, Senator. 

The CHAIRMAN. On a nationwide basis, I understand, on some goal, and you 


and I know well that a power company doesn’t serve the whole Nation. It serves 
that area. 


Mr. Gray. That is correct, sir (pp. 104-106). 
* * 


* * ™ * * 


The CHAIRMAN. I would like for you to cover these particular questions. 

I want you to cover that question as to whether a power company needs a 
subsidy from the Government—and this is a subsidy ; you will admit that? 

Mr. Gray. I wouldn’t so characterize it as a subsidy. 

The CHAIRMAN, I wouldnt’ know why you wouldn’t characterize it that, be- 
cause you charge off the cost of your plant in 5 years and thereby get the use of 
tax money that otherwise would have gone to the Government * * * (p, 107). 

= ~ a * * * * 

The CHAIRMAN, You say it is not a subsidy. You contend that these rapid 
amortizations are not a subsidy in the sense that they are given a special benefit, 
that they do give a special benefit to special industries? 

Mr. Gray. I would certainly agree that they are an inducement because other- 
wise there could be no value in the program whatsoever (p. 108). 


* * * * * & © 


The CHAIRMAN. Another thing, did you take into consideration the fact that 
this construction has been going on for 6 months before you granted this subsidy 
or whatever you believe to call it, and do they contend, this company, that it was 
necessary to get this particular concession in order to finance this project or not? 

Was that one of the applications? 

Mr. Gray. I don’t think they did make that contention. 

The CHAIRMAN. What contention did they make that they were entitled to this 
concession if you don’t like the word “subsidy”—we will call it a concession. 

Senator Gore. May I interject there? 

The CHAIRMAN. What was the basis of the application? Don’t they make an 
application in detail and give some justification that they would get this benefit? 

Mr. Gray. That’s correct, sir. 

These applications were originally filed in 1953. 

Senator Gore. Mr. Gray, may I just point out there just this: That the Federal 
Power Commission did not grant permission until 1955, so you acted according 
to that, you acted upon an application that was filed some 2 years before the 
company could legally engage in the development of this project? 

Mr. Gray. It was filed properly under expansion goal which was open at 
the time, Senator; and when the expansion goal was reopened, in 1955, these 
applications were taken into account in determining the total expansion goal 

94133—57—pt. 1——_7 
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which would have been met and were figured into the expansion goal and against 
its closing when it was closed (pp. 109-110). 
* * * » 


* * & 

Mr. Gray. Then, as you will recall, there was litigation involving the construc- 
tion of these projects which was not, or the licensing of these projects, which 
was not terminated, until, I think April 1 of this year. 

It was not completed until the first of this year when the Supreme Court 
declined to review the case. Therefore the legal questions had been disposed of. 

When that came to my attention, and this was a pending application which 
had not been acted upon, the only remaining one under electric power generation, 
since it had been considered in filling the expansion goal, since the application 
had been filed in the appropriate time, since it met the conditions which were 
imposed by the goal, and since over 900 similar applications had been granted 
in the period of the program—having met all these requirements, I saw no basis 
on which a certificate should be withheld. 

Senator Gore. Then, am I to understand that you granted this great benefit 
because you thought that they were entitled to it for the reason that other 
concerns had obtained it, and not because such a benefit, concession, or subsidy, 
was necessary to bring about the development of the project? 

Mr. Gray. The determination had been made that there was a need for power 
expansion (pp. 111-112). 
cm * * * * * a 

Senator Gore. To ask you a specific question: Did you grant this certificate 
on equitable considerations, or because, in your opinion, it was necessary to 
bring about the development of this project? 

Mr. Gray. I would say that I was largely motivated by equitable consid- 
erations, Senator Gore, that going back to the question you asked earlier, that 
if this company is entitled to this great benefit, why shouldn't all other companies 
be entitled to it. 

Senator, there could be no other power company now entitled to it because 
there is no program for the expansion of electric power (p. 118). 

a» * Ed * cd * + 


Senator Gore. Mr. Chairman, I would like to ask a question of the chairman. 

It may be that my memory is faulty. I am sure the memory of the chairman 
is much better. 

Does the chairman recall that at any time in the debate or discussion of this 
legislation, this law, that one of the goals of it would be the granting of benefits 
on equitable considerations? 

The CHAIRMAN, No, sir; completely on the question of national defense 
(pp. 118-119). 
+ - * * + * ae 

Mr. Gray. I think the answer—I am sorry, Mr. Chairman, you have asked me 
a lot of questions. which ¢o back in the history of the program which I have to 
frankly confess I am not altogether familiar with, but I should like, if I may, to 
respond to this suggestion that the debate did not authorize the granting of a 
certificate purely on equitable considerations. 

I believe that the use of the word “equitable” was involved in the question 
which was put to me in regard to various considerations that went into the 
granting of these certificates. 

I should like to repeat that these certificates were properly filed. They met 
the goal established. They were the only ones involved which had not been 
granted to people similarly situated. 

It was partially on the basis of the pending nature, these pending certificates, 
that the goal was closed and under all these considerations, not only equitable, 
but that they were going to meet the advance date of furnishing the extra power 
which was required, that is, by December 1958, that they were properly dispersed, 
and a number of other considerations, they met the requirements for granting 
the certificates. 

I said that equitable considerations entered into it on the basis that nobody 
else had been denied, who met these criteria, which were clearly established and 
published. 

1 don’t think that, frankly, that the Idaho Power certificates can be considered 
alone out of the context of the whole electric power expansion program. 

* te a oe a” * om 

So I feel that I am entitled to say that this was not simply an equitable decision. 
It was a consideration of equity along with ail of these other considerations of 
requirements which these certificates had met. 
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Senator Frear. Mr. Chairman, I hate to follow this, but the gentleman here, 
the staff member, said that you had never reopened an expansion goal, is that 
right? 

Mr. Wyckorr. We never have reopened a goal which has been closed, an expan- 
sion goal which has been closed. 

Senator Frear. Have you ever had a suspension of goals, then? 

Mr. WyckKorr. Yes. 

Senator Frear. What happened in that case? Couldn’t you use it the same 
as a determination for expanding the goal? 

Mr. Wyokorr. The power goal was suspended for a period of time while it was 
under study and then it was reopened, but it had not been closed. 

Senator Frear. Then it gave you 

Mr. WycxorFr. I think it was one of the very few that was ever suspended. 

Senator Frear. It may have been, but it accomplished the purpose for which 
we are trying to find an answer here now (pp. 120-123). 

* ~ a o* OK a > 

Senator Martone. I will keep on asking him. If the Chairman would like to 
get it terminated—that under the law you are the sole judge, so to speak—you 
are the man who makes the final decision, is that correct or wrong? 

Mr. Gray. Under the law, and the delegations under the law; yes, sir. 


Senator Martone. You are the one that makes the final decision? 
Mr. Gray. Yes, sir. 


{General laughter. ] 


Senator MaLone. You can laugh as long as you want to, but you are geing to 
answer the question. 

Mr. Gray. Yes, sir. 

Senator Matone. I have another question and I hope it doesn’t take as long. 

You could, under your authority, at any time, expand these goals, I think? 

Mr. Gray. I think that is right (pp. 180, 131). 


* a * * * + 





Mr. Exuis. Mr. Gray makes this statement despite Idaho Power 
Co.’s statement in 1947 asserting a willingness to develop the river. 

I would like to ask permission at this point to supply the committee 
with computations showing that the Idaho Power Co. will get a $301, 
million interest-free loan and a subsidy totaling $329 million. We 
would like to submit at this pomt our computations to this end. 

Senator Krerauver. You may do so and they will be printed in the 
record at this point. 

Mr. Exuis. Thank you, sir. 

(The document is as follows :) 


Estimated benefits accruing to Idaho Pewer Co. by virtue of accelerated tar 
amortization certificates issued on Brownlee and Orbow 


Brownlee Oxbow Total 








Total value of certificates. _- 
Depreciation allowance per year based on ‘certificates _- 


Less normal 2-percent depreeiation Getecine average 50-year | 
life of facilities). .—-. ‘ ‘ : 872, 794 | 


“a 639, 700 | $21, 559, 200 $65, 198, 900 
8, 727, 940 4, 311, 840 13, 039, 780 


431, 184 1, 303, 978 
Excess depreciation per ye ar | 7, 855, 146 3, 880, 656 11, 735, 802 
Tax savings for 1 year (52 percent of exce ss de preciation) -__- 4, 084, 676 | 2,097, 941 | 6, 102, 617 
Total tax savings for 5 years__- } 20,423,380 | 10,089,705 | 30,513, 085 
Plus 6 percent interest compounded over 50-y ear life of fac ilities.| | 220,406,145 | 108, 886, 637 329, 292, 782 
Less deferred taxes (assumed payable over 45 years). 20, 423, 380 10, 089, 705 | 30, 513, 085 


Net benefits accruing to Idaho Power Co. over 50-year pe aiod | 220, 406, 145 108, 886, 637 329, 202, 782 








Source: National Rural Electric Cooperative Association. 
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Mr. Extts. In Mr. Gray’s testimony no reference was made to the 
August 4, 1955, letter from Kuykendall of F PC to Senator Murray 
rejecting the plea of 25 Senators for delay in issuance of the Snake 
River licenses to Idaho Power. (See exhibit No. 30.) 

No reference to the FPC’s delay in announcing the granting of 
licenses in 1955, until Congress had adjourned. (See exhibit No. 31.) 

No reference to Senator Magnuson’s denunciation of Idaho Power 
Co. for seeking a multimillion dollar Federal tax subsidy to build its 
projects. (See exhibit No. 32. :) 

No reference to the March 23, 1956, letter from T, E. Roach, presi- 
dent of Idaho Power Co., to Members of Congress setting out the 
power company line and quoting with gusto the FPC decision to the 
effect that— 


These public purposes will be realized without expense to the United States 
to the extent that the projects are constructed by a non-Federal entity— 


and ending up with a claim of new taxes which would be collected 
as a result of the company development as— 


* * * an added advantage of doing the job under the American taxpaying enter- 
prise system. 


(See exhibit No. 33.) 
(The documents are as follows:) 


Exutsit No. 30 


FEDERAL POWER COMMISSION, 
Washington, August 4, 1955. 
Re projects Nos. 1971, 2132, and 2133, Idaho Power Co. 


Hon. James BE. MurRRay, 
United States Senate, 
Washington, D.C. 


Dear Senator Murray: This is in response to your letter dated July 28, 1955, 
in which you request, on behalf of yourself and 24 other Senators, that the Com- 
mission hold in abeyance final action on the Idaho Power Co.’s applications for 
licenses for the Brownlee, Oxbow and low Hells Canyon projects on the Snake 
River. 

In considering the request it might be helpful to review briefly the history 
of this matter before the Commission. 

On June 24, 1947, the Idaho Power Co. filed an application for preliminary 
permit for the Oxbow project No. 1971 on the Snake River. Following public 
notice, informal objections and protests against granting the application were 
filed and the then Secretary of the Interior urged that the application be denied. 
The company’s representative, in a letter dated September 8, 1948, stated that 
pursuance of the application at that time was impracticable because agencies of 
the United States were considering the development of the Hells Canyon site 
to an extent that would submerge the Oxbow site and further that due to un- 
certainty as to whether Congress would adopt the Hells Canyon project, the 
company requested that its Oxbow application be allowed to remain in suspense 
so as to preserve its priority of application. By letter dated October 7, 1948, 
the Commission advised that there would be no objection to allowing the appli- 
eation to remain on file until July 1, 1949. As a result of further similar cor- 
respondence, the time was extended to December 31, 1950, but the Commission 
stated that any request for further postponement would not be looked upon 
favorably. 

On December 15, 1950, the Idaho Power Co. filed an application for license 
for the Oxbow project. Following public notice, informal protests and requests 
for hearing were filed and the then Secretary of the Interior requested that the 
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application be denied. The Commission staff, with the assistance of other Fed- 
eral agencies, proceeded with an exhaustive study of various plans of develop- 
ment for the Hells Canyon reach of Snake River taking into consideration over- 
all plans for the Columbia River Basin. 

Hearings on the Oxbow application were held in Baker, Oreg., and Boise, 
Idaho, during July 1952 to obtain the views of the people living in the area 
directly affected. The hearing was scheduled to reconvene in Washington, D. C., 
on November 17, 1952, but resumption of the hearing was postponed several 
times upon request of the various parties. 

In May 1953 the company filed applications for licenses for the low Hells 
Canyon and Brownlee developments (projects Nos. 2132 and 2133), and these 
applications were consolidated with the Oxbow application for the purpose of 
the hearing which was finally reconvened in July 1953. The hearing continued, 
with several recesses, until July 1954, during which period hearings were held 
on more than 150 days. The applicant, the Commission staff, and the several 
interveners, who were urging Federal construction of the Hells Canyon project, 
participated fully throughout the entire hearing. The presiding examiner issued 
his decision on May 6, 1955, and exceptions thereto were filed by the several 
parties. There was oral argument before the Commission on July 6, 1955. 

Thus, the record shows that the Commission has had this matter pending 
before it for more than 8 years. 

A further factor to be considered is the serious situation in which the con- 
sumers in the area would be placed insofar as their future power requirements 
are concerned if we delay action in this matter. Power supply and power 
requirements data filed monthly with the Commission for the interconnected 
systems of Idaho Power Co. and Utah Power & Light Co. show that these two 
systems, which are operated on a coordinated basis, will have just about enough 
power supply to meet their combined load through the year 1956. To supply 
estimated loads for the two systems for 1957 and thereafter, additional sources 
of power supply must be provided, and even taking into account a possible 
accelerated construction schedule these companies must commit themselves soon 
to a new source of supply in order to have available new generating plants to 
meet the estimated loads for the indicated periods. 

If a license for the Snake River projects is issued, the Idaho Power Co. would 
be required to proceed with construction within a specified time. If the applica- 
tions are denied, additional power supply must be obtained from some other 
source—most likely from a higher cost steam-electric plant. Since construction 
of an additional power source would require a period of about 2 years, it is 
imperative that the Commission’s decision be known as soon as practicable, in 
order to assure consumers in the area of an adequate power supply. 

The Commission has given serious consideration to your request to delay its 
decision in this matter. However, the Commission feels that it is under a duty 
in the proper administration of the Federal Power Act to render decisions as 
expeditiously as is practicable and under the circumstances in this case the 
Commission does not believe it would be justified in delaying final action. 

The Commission is issuing its opinion and order issuing a license for the com- 
pany’s three proposed developments and a copy is enclosed for your information. 

By direction of the Commission. 


CHAIRMAN, 


Exurisit No. 31 
[St. Louis Post-Dispatch, August 7, 1955] 
TRICKERY AT HELLS CANYON 


President Eisenhower has said again and again that Congress should be free 
of Executive interference and dictation. Yet the Federal Power Commission, 
reconstituted since he took office, has just flouted Senate and House about as 
brazenly as it could. 

Knowing that committees of both branches had voted for a Government dam 
at Hells Canyon on the Snake River, and having been asked to defer action 
of its own until floor votes could be had, the FPC kept quiet until Congress 
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ended its first session and then announced permission to the Idaho Power Co. 
to build three small dams which would make the proposed Hells Canyon project 
impossible. 

Jerome K. Kuykendall, FPC Chairman, protests that timing of the announce- 
ment was not related to the adjournment. Yet the FPC decision was reached 
July 27, 8 days before it was made public. Congress was still in session then. 
Why was it not informed promptly? And why, as Senator Kefauver charges, 
did Kuykendall tell House Members the matter was still pending when the 
FPC actually had already made its decision? The explanation that it took 
8 days to put the ruling on paper in proper form just does not wash. 

Little wonder that the FPC announcement has raised a storm. It has offended 
some Republicans as well as many Democrats. It was bad enough to keep them 
in the dark and to ignore requests for delay. It was worse to grant public 
water rights to a private company when, so far as the FPC knew, Congress 
was on the way to the opposite decision. True, House and Senate might not 
follow the committee recommendations, but the FPC had no right to assume 
this. Its action looks like a bald attempt to prevent a congressional decision, 
one way or the other, and to prevent such a decision for 50 years by granting 
Idaho Power a 50-year license. 

Aside from the all-important issue of conserving public resources for the public, 
it is amazing that any agency should believe congressional authority might be 
so defied. Just when the Dixon-Yates case was unfolding, how did the FPC 
conclude it could foist a 50-year giveaway on Congress merely by waiting 
for the legislative summer recess? Even if the license is in line with White 
House power philosophy, the FPC must have known of public and congressional 
opposition. The Commission must have known, too, that the issue is one on 
which Congress is entitled to the last word. 

Under the circumstances, the FPC license to Idaho Power seems of very 
doubtful validity. It is sure to come under attack as soon as Congress recon- 
venes. Construction of those three Idaho Power dams may be about as remote 
as the building of that Dixon-Yates powerhouse. 


Exursit No. 32 


From: Senator Warren G. Magnuson, Democrat, of Washington. 
For: Immediate release. (Undated, but approximately 3 years ago.) 


Senator Warren G. Magnuson today charged that the Idaho Power Co. is seek- 
ing a multimillion dollar Federal-tax subsidy in addition to monopolistic licenses 
to exploit the electric energy resources of Hells Canyon. 

Magnuson revealed that Idaho Power, a Maine corporation, has made formal 
application to the Government for huge tax concessions on both its proposed 
Oxbow and Brownlee projects. 

The application for tax writeoffs on the Brownlee project is the largest of 
record filed by any private power company. 

The Senator said: 

“After trying, with the ardent backing of Interior Secretary McKay, to block 
a high, multipurpose Federal dam in Hells Canyon, the Idaho Power Co. now 
wants the American taxpayer to help foot the costs on two lesser, dog-in-the- 
manger dams, if and when permitted to build them. 

“On the basis of computations furnished me, the tax subsidies Idaho Power is 
asking could cost taxpayers $30 million in the first 5 years and enable the com- 
pany to reap long-range benefits amounting to $60 million more than the entire 
cost of the dams. 

“While Idaho Power would be acquiring the dams, plus subsidy, the Pacific 
Northwest and its people, farms, and industries would be denied half of Hells 
Canyon’s potential in low-cost power.” 

Magnuson said that the tax subsidies Idaho Power is seeking stem from what 
he termed a “misguided interpretation” of the accelerated amortization program 
adopted by Congress to encourage new and expanded defense construction. 

The program is administered by the Office of Defense Mobilization of the 
Executive Office of the President. 
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Intended, he said, to safeguard private investment in necessary defense plants, 
which might be idle or partly idle after the emergency, the program has been 
opened to private utilities with long-range expansion programs looking far to the 
future. 

ODM issues certificates permitting companies with applications it approves to 
depreciate for tax purposes 20 percent of the amount certified each year for 5 
years. 

In 5 years, they can deduct the full amount of their certificates from gross 
revenues as depreciation expense, thus making substantial tax savings which the 
companies can then invest to their own profit. 

Magnuson charged the Idaho Power Co. with unseemly haste in applying for 
tax writeoffs. He said: 

“Idaho Power has no licenses to build the two dams for which it is asking tax 
concessions and, in my opinion, if the best interests of the Pacific Northwest and 
the Nation are to be served it should not be granted them. 

“Hearings are in progress now before the Federal Power Commission on Idaho 
Power’s request for licenses. 

“Idaho Power’s bid for licenses is being strongly challenged outside the admin- 
istration, although it has been strongly favored inside the administration by 
Secretary McKay. 

“Farm, labor, and cooperative associations, and public-power bodies are bat- 
tling against a giveaway of the most valuable power location in the Nation. 

“These public groups advocate construction by the Federal Government of 
the high Hells Canyon Dam, which engineers say would develop maximum 
power potential at lowest cost and firm up additional power at lower dams. 

“But while hearings on Idaho Power’s bid to build little dams and thus pre- 
empt the water resources are in progress, the company rushes to the executive 
offices with formal applications for multimillion-dollar tax subsidies on 2 of its 
proposed small dams, 1 of which it wanted to build anyway long before the 
subsidy program was formulated. 

“What bearing this may have on the license hearings before the Federal Power 
Commission, I do not know. It is only natural, however, that in the course of 
these hearings the company’s financial prospects will be considered. 

“I take the position that if the people are going to have to pay for these 
private dams, in whole or in part, through tax concessions, FPC and the public 
generally should have full knowledge of the facts. 

“Idaho Power will own the dams when completed, if they are, whoever pays 
for them.” 

Magnuson said that Idaho Power has listed $67,830,900 as the cost of proposed 
Brownlee Dam facilities it seeks to have certified, and $35,931,700 as that for 
which it seeks certification at its projected Oxbow Dam, a total of $103,762,600. 

The Senator said it would be most unusual, however, for ODM to certify the 
full amount of the request. 

Many hydroelectric projects, he said, have been certified for 65 to 75 percent 
of the eligible costs. 

The Pacific Power & Light Co., of Portland, Oreg., was certified for 75 percent 
of its $26,170,000 cost, or $19,627,500, on its Yale project on the Lewis River, 

Yash. 

Washington Water Power Co., of Spokane, was certified for 65 percent of its 
$34,425,000 cost, or $22,376,250. 

Portland General Electric Co., of Portland, was certified for 65 percent of a 
$22,260,000 cost, or $14,469,000 on its Pelton project in Oregon. 

At the same time the Government has granted 5-year total depreciation on these 
millions, Magnuson pointed out, it has awarded 20-year contracts for Bonneville 
energy to the same companies. Magnuson commented: 

“What the administration has done in both instances is to help the private 
power companies at the expense of the power consumer and the public.” 

Magnuson said that in his opinion the companies already certified for tax 
writeoffs on Northwest projects have a greater claim to benefits than the Idaho 
Power Co. 

“There is no question in my mind,” he said, “That the Yale project, for ex- 
ample, will contribute measurably to the energy pool for Northwest defense 
industries. Furthermore, the project does not conflict with any major Federal 
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hydroelectric development or with the comprehensive plan for utilization of our 
water resources. 

“In contrast, the Idaho Power projects for which tax subsidies are sought 
would usurp a priceless resource asset belonging to the people, jeopardize the 
entire comprehensive plan, and inflict high power rates in perpetuity on con- 
sumers in its monopoly area. 

“It is difficult for me to imagine either defense or economic benefits growing 
out of construction of the dams, should the Federal Power Commission license the 
Maine corporation to build them.” 

Magnuson said that he had asked Dr. Clay L. Cochran, staff economist for 
the National Rural Electric Cooperative Association, and coordinator for 
the Electric Consumers Information Committee, to compute what Idaho Power 
might stand to gain if the licenses are granted and its applications for rapid 
tax writeoffs approved. 

Because most certificates on hydroelectric plants have permitted 65 to 75 
percent writeoffs, Magnuson asked Dr. Cochran to base his computation on the 
lower percentage. 

Dr. Cochran prepared a table summarizing estimated benefits. His statement 
and the table follow: 

“Subject: Estimated benefits accruing to Idaho Power Co. resulting from ac- 
celerated tax amortization certificate on Brownlee and Oxbow power projects. 

“Table below contains the summary statement on the above subject. Please 
note the assumptions. Idaho Power Co. has applied for these certificates. Ob- 
viously they will not be granted unless the Federal Power Commission approves 
Idaho Power’s applications for permits to build the dams on the Snake. 

“Since the certificates have not been granted, there is no certainty as to the 
percentage of the total costs which ODM would allow the company. The 65 
percent figure used in these tables is the percentage writeoff granted VEPCO on 
Roanoke Rapids and Washington Water Power on Cabinet Gorge. It would 
appear only just that ODM should allow Idaho Power an equal subsidy.” 


Estimated benefits to Idaho Power Co. from accelerated tag certificate on 
Brownlee and Oxbow power projects * 


Total value of tax certificates (assumed to be 65 percent of Brownlee, 

$67,830,900, and Oxbow, $35,931,700) ? $67, 445, 690 
Depreciation allowance per year at accelerated rate (20 percent 

per year) 13, 489, 138 
Less normal 2.5 depreciation (assumes 40 years as life of project). 1,686,142 
Excess depreciation allowed per year 11, 802, 996 
Tax saving for 1 year (52 percent of excess depreciation) 6, 137, 558 
Total tax saving for 5 years 30, 687, 790 
Plus 6 percent interest compounded over estimated 40-year life of 

project 168, 217, 762 
Less deferred taxes assumed to be payable over 40-year period____ 30, 687, 790 
Net benefits accruing to Idaho Power Co. over 40-year period 168, 217, 762 

1Idaho Power Co. has applied for certificates on these projects. If the Federal Power 
Commission grants licenses for construction, such certificates will doubtless be granted. 


2 Vepco and Washington Water Power were granted 65 percent certificates on Roanoke 
Rapids and Cabinet Gorge—comparable projects. 


EXxHIsit 33 
IpaHOo Power Co., 
March 28, 1956. 

You are somewhat familiar, I am sure, with the publicity which has been given 
to conflicting plans for the development of the hydroelectric and other resources 
of the Hells Canyon reach of the Snake River in Idaho. The issue has been 
whether it would be done by investor-owned, taxpaying, business enterprise or 
by the Federal Government with tax money. 

After extended formal hearings before the Federal Power Commission, license 
for the development was granted to our company on August 4, 1955. A summary 
of the Federal Power Commission findings prepared by our company is enclosed. 
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I hope it will serve to clear up any confusion or misunderstanding you may have 
had regarding the facts in the case as a result of the many incorrect and distorted 
statements made by the ardent advocates of tax-subsidized Federal development. 

Construction was started within a few days following approval of design draw- 
ings by the Federal Power Commission and is proceeding at a rapid pace in order 
to meet the urgent need for additional power resources in our own service area, 
as well as in the Pacific Northwest. 

We welcome any questions you may have about this program and hope you 
will visit the project work should you be in the area. 

Cordially, 


T. B. Roacw. 


IpAHO PowER Co., 
Boise, Idaho, November 30, 1955. 


SUMMARY OF FEDERAL POWER COMMISSION DECISION REGARDING SNAKE RIVER 
DEVELOPMENT PROGRAM 


By unanimous decision the Federal Power Commission on August 4, 1955, issued 
a license to Idaho Power Co. for the construction of the Brownlee, Oxbow and 
Hells Canyon hydroelectric projects on Snake River. On September 29, again 
by unanimous decision of the Commission, the petition for rehearing, filed by 
public power groups opposing the company’s development, was denied. As was 
to be expected, our opponents, on November 28, filed a petition in the United 
States Court of Appeals for review of the Commission’s order. 

The Commission’s decision brought to a close the hearing phase of this long 
controversy, which has been before the Commission since 1947. The hearing 
and related matters extended over 2 full years, requiring 159 daily transcript 
volumes of testimony, with more than 400 exhibits introduced in evidence. Bach 
day copies of the previous day’s transcript were available to the Commission 
staff, to the hearing examiner, and to each of the five members of the Commis- 
sion itself, for their study and review. 

In view of the wide interest in the Hells Canyon controversy, and its im- 
portance in determining whether private initiative and industry are to have any 
further major part in any program of future power supply for this Nation, I 
know you will be interested in the following summary of the FPC decision and 
its principal findings, which, we believe, are fully supported by the evidence 
and will be affirmed by the courts. 

In its decision, the Commission pointed out that under the Federal Power 
Act, as adopted by Congress, it is “charged with the duty of determining what is 
the best plan of development.” In so doing, the Commission stated that in 
accordance with the act, “licenses should be issued only for those power projects 
which in the judgment of the Commission are best adapted to comprehensive 
plans for development of those streams subject to Federal jurisdiction and, of 
course, in the present case other benefits than power production can be secured by 
utilization of the water resources of Snake River. Thus, we must consider not 
only the power production inherent in the two plans before us” (i. e., the com- 
pany’s three-dam program as against the single Government dam at Hells 
Canyon), “but we must also consider power in relation to the flood control, 


navigation, and other public purposes to be served by either plan of develop- 
ment.” 


Description of project 


As the Commission’s decision points out, the company’s three-dam project 
“would develop the 602 feet of head in the Hells Canyon reach,” the same as the 
single Government dam. All three dams will be of rockfill construction with 
impervious cores, similar to large dams recently constructed by the United States 
Bureau of Reclamation and the Corps of Engineers. 

The license itself sets forth the size of all three dams, which should settle, 
once and for all, the propaganda of public power proponents that the company’s 
projects are low dams. Oxbow will be 205 feet high, nearly double the height 
of the Bonneville Dam, and some 30 feet higher than Niagara Falls. The com- 
pany’s Hells Canyon Dam will be 320 feet high, nearly twice the height of Niagara 
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Falls... The Brownlee Dam, biggest of all, will be 395 feet high—107 feet higher 
than the Capitol dome at Washington—and among the 15 largest dams in the 
United States. 

As the Commission said, our projects will ‘add 783,400 kilowatts of installed 
eapacity initially to the area.” In addition to this initial capacity (installed at 
the time of construction), all 3 projects will provide for the installation of 
additional generators aggregating 391,700 kilowatts (should future power re- 
quirements in the Northwest make this desirable), thus bringing the ultimate 
capacity of the company’s dams to 1,175,000 kilowatts. These figures compare 
with 800,000 kilowatts of initial capacity and 900,000 kilowatts of ultimate 
eapacity for the proposed Government dam. 


Power production 


As to power production, the Commission determined (based on studies by 
its own staff) that the total dependable capacity provided by the company’s 
3 dams will be 767,000 kilowatts. This compares with a dependable capacity for 
the high dam (also determined by the FPC staff) of 785,000 kilowatts, a differ- 
ence of only 18,000 kilowatts, in spite of the additional quarter of a billion 
doliars that the Government dam would cost, over and above the cost of the 
company’s development. 

By means of newspaper articles, bulletins, speeches, letters to the editor, etc., 
public power proponents of the single Government dam are literally tlooding the 
country with erroneous figures purporting to compare the power production 
available from the two plans of development. The current misquotation is 
505,000 kilowatts for the company’s 3 dams as against 924,000 kilowatts for the 
Government dam. These two figures relate to entirely different things, which 
are not comparable; both came from the examiner’s initial decision, but the 
examiner specifically pointed out what these two entirely different figures 
represent. 

In the first place, the above 2 figures represent at site power production 
only for the company’s 3 dams, as compared with at site plus downstream 
production for the proposed Government dam—but that is not all. The 505,000 
figure for the company’s dams is an estimate of power production in an adverse 
or low-water year, whereas, the 924,000 figure for the high dam was based upon 
so-called nominal prime output, a theoretical figure higher than actual power 
production even in wet years of highest streamfiow. 

If a fair or equal comparison had been intended the figure corresponding to 
505,000 kilowatts for the company’s dams (as the staff exhibits clearly show) 
would be only 513,000 kilowatts for the so-called big dam. And if a comparison 
of at site plus downstream power production is wated, under the same water 
conditions, the comparative figures would be (as also appears in the FPC staff 
exhibits) 525,000 kilowatts for the company’s dams, as against only 587,000 
kilowatts for the Government dam. 

Furthermore, the $24,000-kilowatt figure used for the Government dam in- 
eluded assumed downstream production attributed to 8 power dams farther 
down on Snake River and the Columbia, 5 of which are not even in existence, 
and some or all of which may not even be built in the foreseeable future. 

In other words, the purported comparison made by our public power oppo- 
nents is: for the company’s project—at site production, in a high-water vear. 

I regret that the foregoing may seem complicated. However, it is a neces- 
sary exposition of hte unfair and invalid comparisons and arguments which 
the opponents of private enterprise development are attempting to make: and 
certainly, it is no more complicated than the methods they are using to disparage 
the Commission's finding that the company’s three-dam project “is best adapted 
to a comprehensive pian” for developing the Hells Canyon reach of Snake River. 


Economic comparison 


For the purpose of comparing the economics of the 3 dams versus the single 
dam, the Commission pointed out that it was essential that the 2 plans be com- 
pared on as similar basis as possible. . Obviously, as the Commission said, any 
ether type of comparison “would be of litthe value in determing which plan 
would be more economic for either Federal construction or private construe- 
tion.” On this basis, an FPC engineering staff study showed the cost of firm 





RAPID AMORTIZATION IN REGULATED INDUSTRIES 103 


power from the 3-dam development to be $26.80 per killowatt-year, as against 
$32.40 from the single dam. 

On an equal economic comparison, the Commission found that the ratio of 
power benefits to power costs of the 3-dam plan is greater than that for the 
l-djam plan; that the additional amount of power that could be produced by 
the single dam would have a benefit-cost ratio of about 1 to 1 (benefiit-to-cost 
ratio compares anticipated dollars of annual benefits to dollars of annual cost) ; 
and that the power features of the 1-dam plan have no clear economic advantage 
over those of the 3-dam plan. 

Advocates of the Government dam continually refer to a computation made 
by the examiner, whereby he arrived at 6.6 mills per kilowatt-hour as the cost of 
power from the company’s 3-dam development. This extremely high figure was 
not only based upon the 505,000-kilowatt minimum year output figure referred 
to above, and an estimate of $191,328,000 for the cost of our projects, but also 
upon costs “chosen” by the examiner for project operation and maintenance 
which admittedly exceeded those of the company, based upon our actual operat- 
ing experience “‘by about 370 percent.” 

The Commission properly ignored such unreasonable and unsound computa- 
tions. It based its findings, as it has done in many past licensing decisions, 
upon the excess market value of the power that the company’s 3 dams will 
produce over the cost of producing it. Im arriving at its decision, the Com- 
mission used the FPC staff estimate of the cost of constructing the company’s 
projects ($175,766,000), but pointed out that the company’s estimate ($133,000,- 
000), which was supported by the independent estimate of Morrison-Knudsen Co. 
(world renowned contractors and builders), was 28 percent under that of the 
Federal Power Commission staff. ‘The Commission stated that if the com- 
pany’s dams are constructed at less than the staff estimate, then, of course, the 
economic feasibility of the project would be greater even than indicated in the 
Commission’s findings. 

The Commission not only found that the power features of the proposed Goy- 
ernment dam had no clear economic advantage over Idaho Power’s program, 
but firmly stated: “It is our judgment that the United States itself should not 
undertake the development of the water resources of the Hells Canyon reach 
of the Snake River.” 


Flood control 


One of the requirements of comprehensive development is that a project, in 
order to qualify for license under the Federal Power Act, must also serve the 
needs of flood control. We have all heard of the Army’s 308 Report and its 
main control plan for controlling floods on the Columbia River. The Commis- 
sion pointed ont that the principal objective of the plan is to limit the flow at 
The Dalles to 800,000 cubic feet per second, should the maximum all-time Hood 
of record, which occurred in 1894, occur again. The Commission stated that, of 
the 2,300,000 acre-feet of storage contemplated by the Army on the Snake River 
above the mouth of the Salmon for flood control purposes, the company’s pro- 
gram will provide 1 million acre-feet of this storage without cost to the United 
States, and that it should not be a problem to provide the additional storage at 
other available sites on the river. 

The Commission recognized that existing upstream reservoirs on the Snake 
already have a capacity of 8,500,000 acre-feet, equal to about two-thirds of the 
average annual flow of the river. This upstream storage (none of which was 
in existence at the time of the 1894 flood), in addition to serving irrigation needs, 
also provides regulation for flood control by storing spring runoff waters for 
later irrigation use. In fact, the upper Snake River, with its existing reservoirs, 
is one of the most completely controlled rivers in the whole United States, On 
the other hand, the Commission pointed out that “The Clearwater and Saimon 
Rivers, which discharge into the Snake River below the Helis Canyon reach, are 
the two principal flood-producing streams in the Snake River Basin and the 
former is one of the worst flood producers in the entire Columbia River Basin. 
The flow of these two rivers is unregulated at the present time.” Obviously, it is 
on such rivers, and not the Snake, that major flood-control storage is required. 
In fact, as a part of the program to provide such storage, recent Government 





104 RAPID AMORTIZATION IN REGULATED INDUSTRIES 


reports show that the Penny Cliffs and Bruces Eddy Dams now recommended 
on the Clearwater, together with the Mountain Sheep and Pleasant Valley Dams 
which are proposed for construction on the Snake River below Hells Canyon, 
will give more flood-control storage in the middle Snake area than was origi- 
nally provided in the Army’s 308 Report, which included the Hells Canyon Dam 
only. This is in addition to the 1 million acre-feet of storage which the 
company’s 8-dam program will provide. 

The Commission said that the immediate construction of Brownlee would 
be consistent with the Army’s plans; and that, with the existing upstream 
storage on the Snake, the 1 million acre-feet of flood-control storage at Brown- 


lee alone would be adequate to control the Snake River runoff for the second 
greatest flood of record, that of 1948. 


Navigation 


As to navigation, the Commission found that navigation benefits from either 
the single dam or the company’s dams would be relatively insignificant in rela- 
tion to the overall benefits to be provided by either plan. The Commission 
concluded that, “When comparing the two alternative plans, the navigation 
benefits are small and so similar in amount as to have no discernible effect.” 

In the license, however, the Commission adopted the recommendation of the 
Army engineers by requiring a minimum water release from the company’s 
dams of 5,000 cubic feet per second in order to meet the Army’s requirements 
for the improvement of navigation below Hells Canyon, especially between 
Lime Point and Lewiston. On the other hand, the power studies made to sup- 
port the proposed high dam were based on minimum releases of only 2,000 
cubic feet per second, which does not meet the Army’s navigation requirements. 


Recreation, fish, and wildlife 


The Commission pointed out that if good access roads are provided, Hells 
Canyon will become an important recreational area regardless of the plan of 
development. It is apparent, of course, that the several access roads from 
railroad and main highway locations to the company’s 3 dams will provide more 
and better access to the area than a road to only 1 dam, located far down the 
canyon and far removed from railroad or highway connections. The license 
requires that the company provides a sum up to $60,000 for the preparation 
of a recreational master plan by the National Park Service. 

The Commission estimated that the company’s required expenditures for 
fish-conservation facilities would probably be at least $5 million and directed 
that the company negotiate with Federal and State fish and game agencies with 
respect to such facilities and a future conservation program for both fish and 
wildlife. The license further requires that the company make available, at any 
time upon order of the Commission, a sum up to $250,000 for use by the Fish and 
Wildlife Service to carry out detailed studies of the fish problem and devise 
conservation measures. 

All of the above payments are, of course, in addition to the standard fees pre- 
scribed by the Commission which the company must pay annually, based on 
installed capacity and generation at powerplants, and also for use and occu- 
pancy of Government lands. 

The Commission concluded that all of these public purposes—fiood control, 
navigation, and recreation—could be effectuated to about the same extent under 
either plan of development, but that under private development by the company 
they will be realized without expense to the United States. 


Protection of water rights—Future irrigation 


From the standpoint of the farmers and irrigators in Oregon and Idaho, 
probably the most important provision of the license is the foillowing: 

“Art. 41. The project shall be operated in such manner as will not conflict 
with the future depletion in flow of the waters of Snake River and its tribu- 
taries, or prevent or interfere with the future upstream diversion and use of such 
water above the backwater created by the project, for the irrigation of lands 
and other beneficial consumptive uses in the Snake River watershed.” 
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The Commission’s conclusion 


After discussing the law and the evidence with regard to all of the above 
matters, the Commission concluded as follows : 

“Whether development of the Hells Canyon reach of Snake River be by a 
Federal or non-Federal entity, the public purposes to be served by either alter- 
native plan would include flood control, navigation, power generation, recrea- 
tion and conservation of fish and wildlife resources, * * *. However, under 
existing law, these public purposes will be realized without expense to the United 
States to the extent that the projects are constructed by a non-lederal entity. 

“Development by applicant of the Hells Canyon reach of the Snake River 
would provide 1,000,000 acre-feet of flood-control storage and the required 
stream flow regulation in aid of navigation on the lower river at no cost to the 
United States, would permit a reasonably prompt development of a waterpower 
resource now going to waste, would assist in providing sooner a source of power 
supply for development and would make possible the serving of electric con- 
sumers in the service area of applicant with the lowest cost power that it could 
develop.” 

As pointed out above, the company’s three projects were not licensed sep- 
arately, but under one license, as units of a single, comprehensive plan of de- 
velopment. We have formally accepted the license, and all its terms and pro- 
visions, as required by Congress in the Federal Power Act. All three plants 
must be built by the company or the license will be subject to cancellation. The 
license provides that the company begin construction of Brownlee within 1 year, 
Oxbow within 4 years, and Hells Canyon within 6 years. However, construction 
of Brownlee was commenced immediately upon receipt of the Commission’s 
approval of our design plans, and preliminary construction work at Oxbow is 
expected to begin during 1956. 

As the Commission stated, the entire output of Brownlee will be needed by 
the time that plant can be completed. And Oxbow, which can be built quickly 
enough to avoid serious power deficiencies impending in 1957-58. Production 
from both plants is required by the rapidly expanding needs of the company’s 
service area and of the Northwest Power Pool. 

Aside from providing the company and its customers with the lowest cost 
power supply that it could develop, the three projects will supply 4 million new 
tax dollars annually to the States of Idaho and Oregon and approximlatey $6 
million annually to the Federal Government. That is an added advantage of 
doing the job under the American taxpaying enterprise system. 

Very truly yours, 
T. BD. Roacn, President. 

Mr. Exxis. Nor in Mr. Gray’s testimony was there any reference 
to a letter from Clyde T. Ellis, dated February 2, 1956, to then ODM 


Administrator Flemming, urging denial of IPCO applications. (See 
exhibits Nos. 34 and 35.) 


(The documents are as follows:) 


EXHIBIT No. 34 


NATIONAL RURAL ELECTRIC COOPERATIVE ASSOCIATION, 


February 2, 1956. 
Mr. ArTHUR 8. FLEMMING, 


Director, Office of Defense Mobilization, 
General Accounting Office Building, Washington, D. C. 


DeaR Mr. FLEMMING: Reference is made to the pending applications of the 
Idaho Power Co. for accelerated tax amortization certificates for the Brownlee 
and Oxbow Dams on the Snake River. 

I wish to call to your attention the propaganda campaign now several years 
old in which the Idaho Power Co. has told the Nation repeatedly, either on its 
own or through one of the power company propaganda fronts, that it was ready, 
willing, and able to build the dams on the middle Snake and uring that tax- 
payers not throw hundreds of millions of dollars into a “hole” on the Snake. 
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I wish further to call your attention to the statement which appear in the 
brief of this power company, filed with the Federal Power Commission, in which 
it says (p. 107): “Over the license period, Idaho Power’s investment in the 3 
projects will provide in taxes, to the Federal Government alone, an estimated 
$289,506,300—approximately twice the amount of the entire project cost—and 
this without a single dollar of investment of public funds.” 

This organization is firmly opposed to this program of subsidy to private 
monopoly, and we are particularly opposed to tax writeoffs being used to pro- 
mote a subsidized partnership program with private monopoly. And we are 
particularly opposed to the use of subsidy in promoting the tragic, wasteful, and 
absolutely unjustifiable scheme of the Idaho Power Co. to develop half the poten- 
tial of the middle Snake to sell at a rate almost three times as high as the power 
could be produced by the Federal] Helis Canyon project. 

Our calculations indicate that although the power company propaganda poured 
out seas of alligator tears about the cost of a Federal self-liquidating project, 
that the granting of the certificates in question would in fact amount to a subsidy 
greater than the total cost of the Federal project. This would be an almost 
incredible misuse of Federal funds, 

Although, as we stated above, we are opposed to the subsidies being poured 
out to private monopoly, we would be willing to bow to defense necessity—as 
long as the Congress permits these subsidies and provides no aiternative in pro- 
moting essential defense plant production. In other words, if ODM felt that the 
Idaho Power Co. dams were essential to defense, and had no alternative means 
for getting them built, and if they would not be built otherwise, we could under- 
stand and sympathize with you in your present position if you granted tax subsi- 
dies. But in this case, the power company is repeatedly on record (see pp. 8732- 
8735 of the FPC hearing on Hells Canyon) as saying that they will and can build 
these plants without Federal subsidy. Consequently, there is absolutely no 
justification for the granting of a certificate in the name of “defense”. I think 
the ODM admitted this when the staff paper refused to relate the contribution 
of the Idaho Power projects to defense needs in the area. 

Tax subsidies are already under attack, and we believe that if the Idaho Power 
certificates are granted, if, in other words, ODM authorizes subsidies in excess 
of the total cost of a Federal self-liquidating project which would produce twice 
the power at slightly over one-third the cost per kilowatt-hour, that the people 
will be sickened with the whole arrangement and demand that this kind of 
flagrant waste of the people’s money to subsidize monopoly be stopped once and 
for all. Such action, however, could not undo the justice and waste which would 
result from your granting these certificates. 

We urge you to deny any subsidy to the Idaho Power Co. for the purpose of 
underdeveloping power on the Snake River. 

Sincerely, 
Cryve T. Evxis, General Manager. 


ExuisitT No. 35 


EXECUTIVE OFFICE OF THE PRESIDENT, 
OFFICE OF DEFENSE MOBILIZATION, 
OFFICE OF THE DIRECTOR, 


Washington, D. C., March 1, 1956. 
Mr. Crype T. ELtts, 


General Manager, National Rural Electric Cooperative Association, 
1803 New Hampshire Avenue NW., Washington, D. C. 

Dear Mr. Erris: This acknowledges receipt of your letter of February 2, urg- 
ing denial of the applications of the Idaho Power Co. for rapid tax amortization 
certification. 

I appreciate very much having the benefit of your comments. 

Sincerely yours, 
ArtTnur 8. FLremMIna, Director. 


Mr. Etxis. Nor did Mr. Gray’s testimony clear up the statement in 
the ODM release of April 29, 1957, that “construction of the projects 
was started in 1955. * * *” (see exhibit No. 36) when a news story 
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from the Coos Bay, Oreg., Times, dated June 15, 1956, asserted that 
2,800 pounds of dynamite was to have been touched off that day to 
“clear the way of the start of actual construction on * * * Brownlee 
Dam.” (See exhibit No. 37). 

(The documents are as follows :) 


Exnutnir No. 36 
EXECUTIVE OFFICE OF THE PRESIDENT, OFFICE OF DEFENSE MOBILIZATION 


ADVANCE RELEASE FOR AM’S MONDAY, APRIL 29, 1957, NO. 581, CERTIFICATES OF 
NECESSITY 


Certificates of necessity for accelerated tax amortization for 27 new or ex- 
panded facilities amounting to $197,363,693 were issued by the Office of Defense 
Mobilization in the 2-week period from April 4, 1957, through April 17, 1957, it 
was announced today. 

ODM emphasized that the accelerated tax amortization certified by the agency 
represents investment of private capital and does not involve the investment of 
(;overnment funds. 

Among the certificates issued were two for Idaho Power Co. In August 1953, 
the company filed 2 applications for necessity certificates which would provide 
for accelerated tax amortization on 2 proposed power developments on the Snake 
River at Brownlee and Oxbow, Oregon-Idaho. Cost of the Brownlee project 
was estimated by the company at $67,138,240 and of the Oxbow project at 
$35,943,730. 

On August 4, 1955, the Federal Power Commission granted licenses covering 
the two projects. 

In accordance with then applicable procedures and criteria established by the 
ODM, the Department of the Interior on October 25, 1955, recommended that 
necessity certificates be issued on both projects. 

The construction of the projects was started in 1955, and in accordance with 
established procedure their power capability was charged against the electric 
power expansion goal which was open at that time. However, issuance of the 
certificates with withheld pending settlement of litigation which involved the 
FPC’s approval of the projects. This litigation was terminated by action of the 
Supreme Court on April 1, 1957. 

Necessity certificates for both projects were issued by the ODM on April 17, 
1957. Brownlee was certified for 65 percent ef its cost, Oxbow for 60 percent. 

ODM reported that of the 27 certificates issued, 5 are for facilities involving 
small business. The estimated cost of the facilities is $719,133. ODM gives 
special consideration to those projects to encourage small defense plant 
expansion. 

With the certificates announced today, accelerated tax amortization amounting 
to $37,834,398,000 has now been granted for 21,867 new or expanded facilities. 
ODM explained that the dollar value given refers to the face value of the cer- 
tificates. Of this amount, which is the estimated cost of the facility stripped 
of such extraneous items as the cost of the land, only a certain percentage may 
be depreciated at the rapid rate. Thus, of the amount certified for accelerated 
nmortization so far, 60 percent, or $22,855,890,000 is eligible for rapid deprecia- 
tion. 


ExureitT No. 37 


{Article taken from Coos Bay Oregon Times, June 15, 1956] 
DYNAMITE BEGINS Bie PHASE oF Hextts Dam 


BROWNLEE, OrEG. (U. P.).—A blast of 2,800 pounds of dynamite was to be 
touched off at Brownlee today to clear the way for the start of actual construction 
of a dam that could nearly double southern Idaho’s electrical power output—if it 
is completed. 
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The explosion was to complete a 2,555-foot-long tunnel that will divert the Snake 
River from its normal course and permit construction of the $63 million Brownlee 
Dam designed to generate 360,000 kilowatts of power. 

Brownlee is one of three highly controversial rock-fill dams to be constructed 
on the deepest river gorge on the North American continent by Idaho Power Co. 
Construction of the other two dams in the 7,000-foot chasm at Oxbow and Hells 
Canyon has not yet started. 


However, the three dams may never be completed and Idaho Power Co. is 
proceeding with construction on a calculated-risk basis. 


CALL FOR HIGH DAM 


Public-power groups, despite defeats in 2 years of Federal Power Commissiou 
hearings, have called for replacement of the 3 low dams with a single high dam 
in Helis Canyon. The House Interior Committee is scheduled to vote on a bill 
for a federally built high dam next week. 

But Idaho Power Co. officials were confident the bill would be defeated or that 


President Eisenhower, who advocates private development of natural resources, 
would veto them. 


Some 700 men worked in 2 shifts throughout the winter, despite up to 10 


inches of snow on the ground to complete the horseshoe-shaped diversion tunnel 
that was finished today. 


Water from the Snake River will not be diverted through the tunnel for about 
80 days because the river is now too high to permit construction of two small 
cofferdams just beyond the tunnel opening. 


BACK UP OF RIVER 


The cofferdams will back the river up to a height where it will enter the tunnel 
opening, which is now slightly above the level of the water. 

Once the river is diverted through the tunnel, water will be pumped out of 
that part of the river channel which is bypassed by the tunnel, and the 395-foot 
high dam will be erected in that area. 

Brownlee Dam will be one of the 15 highest dams in the world. It will be 
double the height of the Idaho State Capitol Building and 107 feet higher than 
the dome of the Nation’s Capitol in Washington, D. C. 

Mr. Exuis. Nor was there any reference to the request by the Joint 
Committee on Defense Activities, on instructions from Senator Rob- 
ertson, of Virginia, that no action be taken on these certificates until 
there had been public hearings. 

Indeed, Mr. Chairman, most of the pertinent and possibly revealing 
questions about this sordid deal are yet to be asked, and we hope this 
committee will ask those questions and insist upon some answers. 

In my opinion there has been carefully concerted action between 
those in and out of Government who would like to see created in the 
electric industry an absolute private monopoly, less a few captive 
municipals, or chained cooperatives, or lease-operated Federal dams 
for window dressing. 

I am convinced that a sufficiently careful investigation would reveal 
the facts to document my belief. 

Such an investigation would clear the air of much of the vicious 
propaganda floating around from the multimillion dollar power com- 
pany propaganda campaign, and would provide, I believe, sufficient 
evidence to convince all men of good will in the Congress that the only 
immediate fitting punishment for this kind of irresponsibility, collu- 
sion, land misgovernment would be for the Congress to authorize a 
high Federal Hells Canyon Dam and blast once and for all the care- 











RAPID AMORTIZATION IN REGULATED INDUSTRIES 109 


fully laid plans of those behind the “Ebasco Valley Authority,” 
Dixon- Yates deal, and the rest of these disgraceful schemes. 

A high Federal Hells Canyon Dam would stand forever as a symbol 
of the ability of a free people to defeat duplicity and rascality in 
high and low places, but if that great dam site is wasted by subsidized 
monopoly those little runt dams of the Idaho Power Co. will stand 
just as long as monuments to monopoly, greed, and double dealing. 

NRECA has long supported a high Hells Canyon Dam, but I think 
most of the friends as well as the enemies of that great project would 
be surprised to know how many little people in and out of the North- 
west have poured their energies, hopes, and money into this fight. 
From all over the Nation our little cooperatives have contributed to 
this fight—and not just to NRECA in dues—but to the National 
Hells Canyon Association. Their contributions were not large, but 
their determination has been firm, and their hopes high that in the 
end the long struggle for complete development of the peoples’ re- 
sources at Hells Canyon would be as victorious as the struggle which 
the late Senator Norris waged through the years to keep the power 
companies from stealing Muscles Shoals and blunting forever the 
hopes of the people of the Tennessee Valley. 

We still believe, Mr. Chairman and members of this committee, 
that an adequate investigation will leave the Congress no choice in 
this matter and that we will be able in the years ahead to see that 
great dam across Hells Canyon pouring out the life-creating energy 
from the waters of the Snake, impounding its destructive floods—with 
one of those TVA signs across its base, “Built for the People of the 
a 

We are grateful to you as you must know we are, that in the face 
of all the wrath and power this investigation will stir against you 
that you and the members of your committee have moved ahead to 
reveal the factsinthiscase. God bless you all. 

Senator Kerauver. Mr. Ellis, we thank you for a forceful, factual 
statement. 

On page 4 of your statement you say that 20 years ago only 10 per- 
cent of the Nation’s farms had modern electricity. Was it the stated 
position of the electric-power industry at the time that they had 
already extended lines to farms as far as it was economically feasible 
to do so and that they just couldn’t go very much further in furnishing 
electricity to the farm people? 

Mr. Exxis. Yes, Mr. Chairman. The power companies then in an 
effort to stop the rural electrification program, kill it as a baby, ap- 
ointed a committee to study what the possibilities might be. The 

EA Administrator, Morris Cook, had called upon the power com- 
panies, I believe at that time, to tell him whether or not they would 
take REA funds and use them; I think he appealed to them to do it: 
At least the committee was appointed and they made a study, Grover 
Neff, president of Wisconsin Power & Light Co., was chairman of the 
committee. I believe at least he was on the committee and they come 
up with a finding that practically all farmers in America who wanted 


to use electricity had it and there was no demand for the rural élec- 
trification program. 


941883—57—pt. 1——-8 
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Senator Keravuver. Since the REA and other public power organ- 
izations have gotten electricity to farmers on an economically sound 
basis, has the electric power industry changed its position and tried to 
take some of the customers that it previously said were uneconomical 
to service ? 

Mr. Euuis. Yes, Mr. Chairman, there is a nationwide campaign on 
by the power companies to destroy the rural electrification program. 
The manifestation is in many ways. One of the most recent and most 
devastating ways was an order issued a few months ago by the Public 
Service Commission of the State of Indiana putting a lid of 250 kilo- 
watts on usage of power within the co-op territory if sold by the co-op. 
In this way the commission ordered that on any load above that size 
the power should be sold to the user at exactly the same price as the 
co-op paid the power company, for there is no other source of whole- 
sale power in Indiana. This automatically eliminates us from serving 
the better paying customers in Indiana. 

Tonight I am going to Alabama where tomorrow I shall speak to a 
group of co-op people. A drive has been on now for about a year to 
kill this co-op, to turn it over to Alabama Power Co. 

There have been several of those sellout fights, as we call them, in 
the past year. One of them was at Shoshone Electric Power at Cody, 
Wyo., last fall. The private power people came in and talked to the 
folks and told them a lot of untrue statements. The vice president 
of the Pacific Power & Light Co., Mr. Merle Hoover, spoke to them 
when I was at that meeting. Nationwide they are moving to cripple 
us, to take our better users. We don’t think they would ever serve 
everybody if they took these co-ops over. 

We think they would do what the telephone companies did with 
rural telephone systems. They would keep what really pays. Then 
they would slough off the rest. They would sell off the rest to co-op 
groups or maybe to other private groups who would think they could 
make a go of it but they wouldn’t because of uneconomical size and 
because of marginal territory. Service would become so bad that the 
people sooner or later would rather be without electricity than have 
it. There is a hazard in a poorly run electric system where the motors 
through lack of voltage heat up and burn rather than turn. So the 
day would come when we would be without electric service again. 

( Discussion off the record.) 

Mr. Exxis. You remind me of a couple of things I would like to 
get in if I may. One of them has to do with power supply and in 
the Nation and the Northwest. If there is any validity to the grant- 
ing of these certificates for the purpose of building up a reserve for 
defense purposes, it ought to show up somewhere. 

We don’t think it has. Electrical World magazine, which is the 
principal trade magazine of the power industry, for September 3, 
1956, on page 19 said that utility reserve margins are headed down, 
not up, but down, to the lowest level since 1952. The margin between 
capability and peak load in December 1956 will be down 15.5 per- 
cent, a drop of 3.1 percent from last year. The reason is continued 
load growth and low-level capacity conditions. 
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In the same issue on page 20 Electrical World indicates that sum- 
mer peak loads will be 97 percent of December peak loads of 1959. I 
am not sure that my copy is right on that. The point is that these 
reserves are not building up. 

The report on 5-year amortization on emergency defense facilities 
under section 168 of Internal Revenue Code of 1954, made by Joint 
Committee on Internal Revenue Taxation, says on page 30—— 

Senator Krrauver. That is the committee of which Senator Byrd 
was chairman, and I believe Congressman Cooper of Tennessee, the 
chairman of the Ways and Means Committee, is chairman now. 

Mr. Exxis. His staff has prepared a most excellent report. It says 
on page 30: 

The formula gives credit for capacity beyond 10 percent of peak load. Since 
it appears to be conceded that 15 percent is an industry normal, it follows that 
some companies have gotten extra amortization allowances in some cases for 


following normal industry practice. There is certainly no abnormal expansion 
cost in normal practice. 


Then the other paragraph : 


In addition the formula gives credit for new installations over a rather low 
projection of “normal.” The base period for calculating “normal’’ was 1929- 
49, a period including the worst depression in our history plus 4 years of our 
most expensive war. Actually the growth rate in peak loads from 1929 to 1949 
was about 6 percent a year. From 1947 to 1952 before any effects of the pro- 
gram, this rate was 9 percent. From 1950 through the estimated figure for 
1956 the peak loads grew at an average rate of 9.5 percent per year. The 
Electric World, a principal trade journal in the industry, calculates that the 
growth in peak loads through 1970 will average 7.5 percent per year. Under 
the formula a company located in a region of average growth could get credit 
for excess by expanding since 1949 at somewhat over 60 percent of the growth 
in its own peak loads and below widely held estimates of its growth of demand. 

The power industry as you know is the fastest growing major 
industry in America by far. The power industry is doubling its 
usage every 714 to 10 years. The rural electric segment of the power 
industry is doubling faster; it is doubling every 414 to 5 years. 

_We have a critical power situation facing us in the Northwest 
right now. Load limits have already been placed on the rural electric 
systems in the Northwest by the Bonneville Power Administration. 
We have a 10,000-kilowatt load limit placed on us now by the Bonne- 
ville Power Administration. Gus Norwood, general manager of the 
Northwest Public Power Association will foliow me and he, I believe, 
will discuss this situation in detail. 

Let me close if I may by trying to sum it up this way. 

Senator Murray. Before you close, I’d like to ask you this: On 
page 5 you refer to the epithet of socialism being applied to public 
power. Is it true that the power companies use the term “socialism” 
to describe public power because they found by opinion surveys that 
public power is popular with the people of the country and socialism 
is unpopular? 

Mr. Extis. Yes, Senator Murray, I recall a survey having been 
made by one of the advertising firms of the power companies in which 
they determined that among other things TVA was popular in the 
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public mind. Therefore they said in this brochure and we have a 
copy in our files, the advertising agency said to the power companies, 
“Therefore we must direct the people’s attention to the fact that these 
projects are socialistic.” 

That was to be the way they would attempt to discredit the facts of 
TVA. 

Senator Murray. Like the time they pinned socialism on my health 
insurance bill. They called it socialized medicine. 

Mr. Exits. Anything you don’t like, call it socialism. 

Senator Keravuver. They deliberately and with calculation decided 
not to attack the TVA and REA frontally because in their survey 
they found a majority of the people were for them, and they tried to 
attack them by linking them up indirectly with socialism and attack- 
ing socialism ¢ 

Mr. Ext1s. That is correct. 

Senator Keravver. Any other questions? 

Senator Murray. No, sir. 

Senator Keravver. Senator Carroll? 

Senator Carroiu. I have one or two. I’m trying now to translate 
what you have so ably said here into very simple language so we can 
get this message over, if we can, to the consumer and to Members of 
Congress like myself who don’t understand all these technical terms. 

Let’s think in terms of a fast tax writeoff. If that money is put 
in a special fund by the private utility, what would that money be 
used for? I am reading here from one of your exhibits, exhibit No. 8, 
and the portion I am going to read is from the United States circuit 
court of appeals. I will read you on page 2, the top line— 


By setting up a special reserve for the tax saving of the first 5 years, the 
Commission— 


referring I suppose to the FPC— 
insures that this amount will go to meet the increased taxes after that period— 


And this is the point: Congressman Ullman testified to this, this 
morning— 


Rather than being paid out as dividends. 


What I want to know is, if they are given a fast tax writeoff, and 
I think it is clear now by not only your testimony but other testimony, 
including public statements by the Secretary of the Treasury 
Humphrey, that there is a windfall in a sense because it is indiscreet. 
If that is free money and that accumulates into a fund if they can’t pay 
it out as dividends, can they pay it out, can they plow it back into capi- 
tal investment, can they put it into income property and if so, how do 
they do it, because again under paragraph 3 of page 2 by this same 
decision it says: 

Thus earmarked the funds are available for income-producing purposes. 


Can you explain that in simple language to me? 

Mr. Exuis. Yes, Senator Carroll. I think Dr. Cochran here can 
explain it much better than I. May I make one statement and refer 
it to him? 

This runs to the whole point of our long effort through many letters 
for the Federal Power Commission to set up a uniform system of 
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accounting to handle this matter which FPC has refused to do, I 
believe in violation of the letter and spirit of the law. 

I would like to defer to Dr. Cochran to answer your question in 
more detail than I can. 

Senator Keravuver. Will you identify yourself? 

Mr. Cocuran. Clay Cochran, director of the department of legis- 
lation and research of the National Rural Electric Cooperative Asso- 
ciation. 

Senator Carroll, we thought that for quite a while that all they 
would do was to take the so-called deferred taxes or this interest-free 
loan and plow it back into plant and make their 6 percent and declare 
the profits as dividends. 

This, of course, a lot of them have done, but we have reason to be- 
lieve that at least 33 electric utility corporations have been taking 
the tax savings for these interest-free loans and paying them out to 
their common-stock holders not as dividends, that is dividends on 
profits, but as returned capital and therefore not subject to the per- 
sonal Federal corporation income tax. 

Senator Carroiu. Let’s break that statement down. It seems to me, 
Mr. Chairman, at least in my experience when I have tried to talk 
about these things, they are so technical that the speaker gets lost 
and therefore he loses his audience in trying to discuss these things. 

We have got this situation in the State of Colorado where some of 
the private utilities have taken advantage of this fast tax writeoff. 
That money is put into a special reserve. 

Can you give me the benefit of your experience in other States where 
private utilities have taken advantage of the fast writeoff? Have 
there been decisions by the PUC where they must take that money 
and include it? Is it reflected in the rate structure for the benefit of 
the consumer ? 

Mr. Cocuran. In Georgia, Wisconsin, and I believe Pennsylvania, 
the State commissions have ruled that the company must depreciate 
its plant account by the same amount that it deducts from its net 
income before taxes for this accelerated depreciation. 

In all of the States that have ruled other than those I have men- 
tioned, so far as I know, they have left the private power companies 
free to depreciate at one rate for Federal corporation income-tax 
purposes, and to depreciate at the old, approximately 3-percent rate a 
year for ratemaking purposes. 

Senator Carroutu. I go back again to simple language. Let’s try 
to translate this into the pocketbook language of the consumer. 

That first category of States—Georgia, Wisconsin—the private 
utilities are required by the public utilities commission of those States 
to reflect that tax saving for the benefit of the consumer? 

Mr. Cocuran. Substantially, yes. 

Senator Carrott. And in the other category of States, where they 
left it in a special reserve, the consumer got no benefit ? 

Mr. Cocuran. It simply became an interest-free loan with the bene- 
fits going to the stockholders. 

Senator Carrotu. Now let’s go into the next category, in the testi- 
mony here of Mr. Ellis. How about the efforts on the part of those 
who have been fighting before the Federal Power Commission? Has 
this issue come up as a result of the decision by the Federal Power 
Commission ? 
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Mr. Cocuran. On this point? 

Senator Carroiy. On this point. 

Mr. Cocnran. Yes. As a matter of fact, this term “interest free 
loan” was in our brief to the Federal Power Commission begging them 
to compel the power companies to pass the benefits on to consumers. 
They picked up our phrase but not our logic. 

And in opinion No. 264 they ruled that the Congress had intended 
that the stockholders should get the benefits of these interest-free loans 
and that they would not compel them to pass the benefits on to con- 
sumers. 

Senator Carroti. They ruled that the Congress did not intend to 
give the benefit to the consumer ? 

Mr. Cocnran. They did. 

Senator Carrot. Do you mean in effect they therefore ruled that 
the Congress intended to give this tax-free money to the investors of 
the private utilities ? 

Mr. Cocnran. That is their ruling 264. There was one dissent, Com- 
missioner Doty. He was not reappointed. 

peneier Keravver. Let’s get that opinion in the record. Do you 
have it ? 

Mr. Cocrran. We could supply } you with a copy of it, both the ma- 
jority opinion and Mr. Doty’s very fine dissent. 

Senator Krravuver. Let it be made a part of the record. 

(The opinion referred to may be found in the Appendix on page 
1021.) 

Senator Carrott. Who was the Chairman of the Federal Power 
Commission when that decision was made? 

Mr. Cocnran. Jerome Kuykendall. 

Senator Carroti. When was it made? 

Mr. Cocnran. The 3d of December 1953, and issued on the 4th of 
December 1953. 

Senator Carrott. Was that decision appealed to a higher court? 

Mr. Cocuran. Well, indirectly in that they were ruling on both 
electric and gas utilities, and the court case which you made reference 
to earlier here was the result of an appeal to the courts by the city 
of Detroit and Wayne County in its attempt to compel a gas com- 
pany to depreciate its rate base at the same rate that it was claiming 
depreciation for income taxes. 

The courts upheld the Commission, that is they upheld the view- 
point of the utilities that Congress intended they should have the 
benefit of these interest-free loans, and that the consumers were not 
entitled to them. 

Senator Carrot. So, therefore, we are bound at this point by that 
decision so far as it has gone. 

Mr. Cocuran. That decision was remanded to the Federal Power 
Commission for further study on 1 or 2 little technical points but they 
did not run to this issue. So at least the United States circuit court of 
appeals has ruled with the majority of the Federal Power Commis- 
sion. 

Senator Carroti. I was reading, Mr. Chairman, in the Congres- 
sional Record this morning as a matter of fact, that there has been 
a bill introduced by Senator Magnuson and others. Is that for the 
purpose of clarifying this decision ? 





RAPID AMORTIZATION IN REGULATED INDUSTRIES 115 


Mr. Cocuran. The purpose of that bill is to say in effect, putting 
this in simple language, to the Federal Power Commission. 


Congress never intended by section 167 or 168 to amend the Federal Power Act. 
It is still your job to regulate utility rates on behalf of the consumer and you 
will compel the power companies to depreciate their plant account at the same 
rate that they claim depreciation for Federal income-tax purposes. 


That is the purpose of Senator Magnuson’s bill. 

Senator Kerauver. What is the number of the bill ? 

Mr. Cocuran. I don’t know whether it has been assigned any num- 
ber. It was just introduced yesterday. 

Senator Carrotu. I think it is S, 2113; I have been reading it just 2 
or 3 hours ago and it seemed to me that that was its intent and pur- 
pose, 


Senator Keravuver. Will the staff get a copy of the bill and place it 
in the record at this one 2 
(The material referred to follows :) 


[S. 2113, 85th Cong., 1st sess. ] 


A BILL To amend the Federal Power Act, as amended, with respect to allowances in the 


cost of service and accelerated amortization and liberalized depreciation for income tax 
purposes 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That section 3 of the Federal Power Act 
(16 U. S. C. 796) is amended by adding at the end thereof the following: 

“(17) ‘tax savings,’ whether called tax savings, tax deferrals, or tax differen- 
tials, or by any other term, means the tax effect of the use of any method of 
accelerated amortization or liberalized depreciation permitted under section 167 
or section 168 of the Internal Revenue Code of 1954, as amended, or permitted 
under comparable provisions of the income tax laws of any State. The tax 
savings for any licensee or public utility shall be computed by determining the 
difference between (1) the taxes on income payable by such licensee or public 
utility, as the case may be, using depreciation otherwise appropriate and allow- 
able for Federal and State income tax purposes for similar properties of the 
same average service life expectancy according to the straight-line or other 
nonaccelerated or nonliberalized method of depreciation, and (2) the taxes on 
income actually paid by such licensee or public utility which has elected to use 
any method of accelerated amortization or liberalized depreciation permitted 
under section 167 or section 168 of the Internal Revenue Code of 1954, as 
amended, or permitted under comparable provisions of the income tax laws of 
any State.” 

Sec. 2. Subsection (d) of section 10 of the Federal Power Act (16 U. 8. C..805), 
as amended, is amended by adding at the end thereof the following new para- 
graph: 

“In any determination of the earnings of a licensee under this subsection, the 
allowance in the cost of service to any such license for Federal and State income 
taxes Shall conform to the Federal and State income taxes actually paid by such 
licensee, and shall reflect the deductions claimed by such licensee for Federal 
and State income tax purposes.” 

Sec. 3. (2) The third sentence of section 14 of the Federal Power Act (16 
U. &. C. 807), as amended, is amended by inserting before the colon a comm.’ 
and the following: “nor shall such net investment include the amounts of any 
accumulated tax savings which have not been excluded from the cost of service.” 

(b) Such section 14 is further amended by adding at the end thereof the 
following new sentences: 

“The foregoing provision relating to net investment shall he effective whether 
the accumulated tax savings are recorded or treated as a reserve for deferred 
taxes, a restricted surplus, a special credit in reserve for depreciation, or as 
a credit in any other account. The accounting rules and regulations established 
by the Federal Power Commission shall be consistent with this section.” 

Sec. 4. Section 20 of the Federal Power Act (16 U. 8S. C. 813), as amended, is 
amended by adding at the end of the first paragraph thereof the following new 
paragraph: 
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“In any determination by the Commission of just and reasonable rates or 
charges by a licensee, the allowance in the cost of service to any such licensee 
for Federal and State income taxes shall conform to the Federal and State in- 
come taxes actually paid by such licensee, and shall reflect the deductions 
claimed by such licensee for Federal and State income tax purposes: Provided, 
That the rate base of any licensee shall be reduced by the amounts of any ac- 
cumulated tax savings which have not been excluded from the cost of service 
as above provided. The provisions of the foregoing sentence shall be effective 
whether the accumulated tax savings are recorded or treated as a reserve for 
deferred taxes, a restricted surplus, a special credit in reserve for depreciation, 
or as a credit in any other account. The accounting rules and regulations es- 
tablished by the Federal Power Commission shall be consistent with this section.” 

Sec. 5. Subsection (a) of section 205 of the Federal Power Act (16 U. S. C. 
824d), as amended, is amended by adding at the end thereof the following: 

“In any determination by the Commission of just and reasonable rates or 
charges by a public utility for the purposes of this section and section 206, the 
allowance in the cost of service to any such public utility for Federal and State 
income taxes shall conform to the Federal and State income taxes actually paid 
by such public utility, and shall reflect the deductions claimed by such public 
utility for Federal and State income tax purposes: Provided, That the rate base 
of any public utility shall be reduced by the amounts of any accumulated tax 
savings which have not been excluded from the cost of service as above provided. 
The provisions of the foregoing sentence shall be effective whether the accu- 
mulated tax savings are recorded or treated as a reserve for deferred taxes, a 
restricted surplus, a special credit in reserve for depreciation, or as a credit 
in any other account. The accounting rules and regulations established by the 
Federal Power Commission shall be consistent with this section.” 


Senator Carrot. Going back for just a moment to that circuit 
court of appeals decision or the Federal Power Commission ruling, I 
refer to this paragraph at the top of page 2: 

By setting up a special reserve for the tax saving of the first 5 years, the Com- 
mission insures that this amount will go to meet the increased taxes after that 
period rather than being paid out as dividends. 

Is that the Commission speaking or the court speaking? 

Mr. Cocuran. This is the court speaking, and apparently no one 
had advised the court that some of these corporations were busy 
handing out the so-called tax savings as returned capital. 

Senator Carro.u. It would seem to me, Mr. Chairman, if the court 
interpreting the Commission ruling says that they shall not go out 
as dividends, and as I understand the testimony of these witnesses— 
and I want you witnesses to correct me if I am wrong—this interest- 
free money is being used in sort of a double tax gimmick. It is not 
only used for depreciation, but it is being put out as I understand it 
as a capital gain. 

Senator Keravuver. A return of capital. 

Mr. Cocnran. A return of capital. You lend me $50, I pay it back 
to you. You don’t owe any taxes on it. 

Ramhtie Carrotu. Explain that again just in simple terms. That 
is a very important point. 

Mr. Cocuran. It is a very important point because when Mr. Kuy- 
kendall was a member of the Washington State Utility Commission, 
he wrote a regulation which said this in effect: This money cannot 
be paid out as dividends. 

he court reflects that viewpoint here. It runs through it con- 
sistently. So far as I know, it isn’t being used to pay dividends. 
They just use a different word. It is being returned as capital 
and capital is not dividends. 
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Senator Carroiy. Returned to whom ? 

Mr. Cocuran. To the stockholders, who never put it up. They are 
returning the ratepayers contribution to capital to the stockholders 
as returned capital. 

Senator Keravuver. If you received dividends, you would have to 
pay ataxon it. If you return capital, it is tax-free; is that correct? 

Mr. Cocuran. Yes, and in addition, of course, Washington Water 
Power in the State of Washington would be violating the utility 
commission instructions if it paid out as dividends so it is evading 
those instructions by paying it out as returned capital. 

Senator Carroxu. Is this matter before the courts now ? 

Mr. Cocnran. So far as I know, it is not. 

Senator Carrou. Is this being challenged in any forum, either in 
the Commission’s or in the courts ? 

Mr. Cocnran. So far as I know, no. 

Senator Carroti. Has this ever been presented to any other con- 
gressional committee ? 

Mr. Cocuran. Up to this point, I am not sure. I know we have 
made reference to it in several general statements when we were at- 
tacking this whole arrangement, but not as such. In other words, 
there has been a passing reference to it as a loophole in the tax law. 

Senator Carrouu. I don’t mean to anticipate your presentation but 
can we get some documentation on this point? It seems to me to be 
a very vital one. 

Mr. Cocuran. It is my understanding that the Legal and Monetary 
Affairs Subcommittee of the House Government Operations Commit- 
tee, chaired by Mr. Blatnik, of Minnesota, will open hearings on this 
next Thursday, going in detail into the use of these funds by the cor- 
porations, returning them as capital, therefore, in effect evading the 
direct wording of the regulations. I think they will be able to docu- 
ment that for you beautifully within the next week or 10 days. 

Senator Carroti. Thank you, Doctor. 

One further question, Mr. Chairman. This goes to Mr. Ellis. 

Senator Kerauver. Before you leave the very important issue you 
have raised, will you secure such documentation as you have as to 
companies that you have information on concerning this matter, who 
are following this practice? 

Mr. Cocuran. We will, Mr. Chairman, and I understood that Mr. 
Norwood is prepared to document one of them pretty completely 
today. 

Sdastor Kerravver. Mr. Norwood is a subsequent witness. 

Proceed, Senator Carroll. 

Senator Carrotzi. Mr. Chairman, as I understood Mr. Ellis’ testi- 
mony, the growth, the development, the expansion of REA’s is being 
seriously curbed by certain monopolistic practices. Do those prac- 
tices grow or have they grown out of this fast tax amortization 
program ? 

Mr. Extis. Of course, it would be probably next to impossible for 
me to answer your question from firsthand knowledge, but it is my 
opinion that the power companies are using these bills of tax amorti- 
zation benefits to put themselves better into position as monopolies 
to kill off anything that they don’t want to exist, and that, therefore, it 
is a factor, yes, Senator Carroll. 
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Senator Carroiu. I was thinking of a conference made by Secretary 
of the Treasury Humphrey, where he thought that this method of 
giving interest-free money in this fast tax writeoff program would 
be given special treatment to those industries which receive the cer- 
tificates. If that would be true with reference to those indus- 
tries, I should think the same thing should apply to the private power 
utilities who are given this decided advantage in expanding their own 

lants. 
. Mr. Ex.is. There just can’t be any question about that, Senator 
Carroll. The amount of subsidy to the private power companies now 
equals about as much as the total Federal power program investment, 
plus the investment in the rural electrification program, ss 

Senator Carrot. Then in a sense if we say the private power utili- 
ties, if I understand your remarks, by virtue of their inherent mo- 
nopoly, in addition to this practice of the issuance of these fast tax 
writeoifs, in turn may either strangle or prevent the growth of REA’s 
and in some cases seriously affect their continued existence. That, in 
turn, is a monopolistic practice. 

Mr. Exuas. I think there is no question about that. That is the 
way I understand it. 

Senator Carrotz. And will affect eventually, if it hasn’t already 
affected, the price to the ultimate consumer. 

Mr. Exuis. Yes, sir. Oh, yes, electric rates are going up in this 
country right now. 

Senator Carroui. I think that is all I have at this time. 

Thank you very much, Mr. Ellis. 

Mr. Exuis. Mr. Chairman, I would like to make this observation in 
closing, if I may. 

Senator Kerauver. All right, Mr. Ellis. 

Mr. Exxis. That is that there is constructive fraud here, that the 
act is violated in letter and in spirit. That in the first place, there is 
no defense problem substantiated or even substantially claimed except 
insofar as was necessary to get the certificates themselves. 

Secondly, that there is not any incentive needed in order to induce 
the Idaho Power Company of Maine to build these little dams to kill 
high Hells Canyon. You see, they claim incentives are necessary, they 
claim incentives are needed to do these things when they go get their 
certificates. 

There is not any incentive needed, and, therefore, again, it does not 
comply with the letter and spirit of the law. 

There are claims running all through their presentations that this 
construction would be done without subsidy. There, again, you see 
they misrepresent the facts for it is not so. 

Senator Carrot. May I interrupt you there, Mr. Ellis? 

Mr. Extas. Yes. 

Senator Carroty. You speak of construction without subsidy. Are 
you familiar with the operating principles, the construction plans of 
the Idaho Power Co.? Do you know how soon they intend to begin 
their work, how much building they will do in a year or two, how 
much they can spend within a year or two, of this $65 million? 

Mr. Exxis. No, sir, I am afraid I cannot answer you that. I know 
that they are doing some work there now. 





Ss Ee le 





RAPID AMORTIZATION IN REGULATED INDUSTRIES 119 


I know that they apparently were trying to do some little work 
awfully fast and maybe didn’t do it too well, and got -heir cofferdam 
washed out I understand at one of these projec ts, but I would like 
to defer on that question to Gus Norwood, who lives in that area 
and who is well familiar with it and who is coming on to testify 
later. 

Senator Carrotu. Thank you, Mr. Ellis. 

Senator Kerauver. Mr, Ellis, in speaking of the increased concen- 
tration of electric utilities increasing their monopoly position as 
against REA’s and public power groups, by virtue of the tax write- 
offs, you are referring to that happening all over the country, not 
just to the Pacifie Northwest ? 

Mr. Exits. Right, sir. 

Senator Kerauver. And in Hells Canyon as well. You feel that 
this is a substantial reason for the increase in concentration as against 
the REA’s on the part of the private utilities? 

Mr. Ents. Yes, sir; I feel that it is a factor in the accelerated 
opposition of the power companies over the last 2 or 3 years against 
the rural electric cooperatives and these Federal wholesale power 
projects, and that it is done for the purpose of increasing. their 
monopoly position which they claim themselves in their literature 
to be 80 to $5 percent of the whole industry already. 

Senator Knrauver. Senator Murray, do you have anything else? 

Senator Murray. I have no questions. 

Senator Krrauver. Thank you very much. 

Our next witness is Mr. Alex Radin. I wonder, Mr. Radin, in 
view of the fact that you are here in Washington and Mr. Baker is 
here in Washington, if we could have you testify perhaps Tuesday 
after Mr. Gray testifies, and hear Mr. Norwood this afternoon. 
Would that be all right? 

Mr. Rapry. I will be agreeable to that. Would it help if I sum- 
marized this, Senator ? 

I have considerable material on Hells Canyon, which has been gone 
into by a previous witness. I have two additional cases that I have 
reference to that have not been brought up previously. I could skip 
the first part of this testimony and go to page 6 where I take up 
something other than Hells Canyon. 

Senator Krrauver. Mr. Radin, if it is all the same with you, we 
will defer your testimony until Tuesday. 

Mr. Rapry. That will be perfectly agreeable, as far as I am con- 
cerned. J will be glad to come back Tuesday. 

Senator Krerauver. Mr. Norwood, will you come around? 


STATEMENT OF GUS NORWOOD, EXECUTIVE SECRETARY OF THE 
NORTHWEST PUBLIC POWER ASSOCIATION 


Mr. Norwoop. Mr. Chairman and members of the committee, I wish 
to present a statement and two exhibits. 

Senator Kerauver. Mr. Norwood, where is your home? 

Mr. Norwoop. My name is Gus Nor wood. I live in Vancouver, 
Wash. I serve as executive secr etary of the Northwest Public Power 
Association, consisting of 101 consumer-owner electric systems in the 
4 Pacific Northwest States and Alaska. Our area has been particu- 
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larly affected by the accelerated amortization process and we are 
greatly concerned about it. 

My statement, sir, is in 6 pages in which I begin by quoting 3 mem- 
bership resolutions. 

The first recommends that the accelerated amortization procedure 
be abolished. 

The second is that the Federal regulatory agencies should be re- 
quired, as is provided by the proposed bill, S. 2113, to pass the bene- 
fits of amortization on to the consumer by deleting the amortized 
property from the rate base. 

Thirdly, that Congress should authorize the high Hells Canyon 
Dam and thereby prevent from going into operation the tremendous 
subsidy which has just been passed on to the [Idaho Power Co. by the 
Office of Defense Mobilization. 

These are three recommendations which are based on the resolutions 
of the members of the Northwest Public Power Association, which are 
quoted in full in my statement. 

Senator Keravver. Your statement will be printed in full. 

Mr. Norwoop. I wish to pass on to section 4 of my statement, which 
is a specific case study and I submit this case study badeans this is how 
we think the benefit would work at the Oxbow and Brownlee Dams 
if Congress permitted it to stand. 

This is the case study of the Cabinet Gorge Dam, and I have sum- 
marized it in my statement and then in the first exhibit, which is the 
printed one called “Accelerated amortization” I submit detailed tables 
of how the benefits accrue in the case of the Cabinet Gorge Dam, so 
that you can actually see the dollar amounts involved. 


Senator Kerauver. We will have that printed following your state- 
ment and also this page from the Congressional Record. 

(The prepared statement submitted by Mr. Norwood and exhibits 
appended thereto are as follows :) 


STATEMENT OF Gus Norwoop, EXECUTIVE SECRETARY, PRESENTED ON BEHALF OF 
THE Boarp OF TRUSTEES AND MEMBERSHIP OF THE NORTHWEST PUBLIC POWER 
ASSOCIATION, RELATING TO MONOPOLISTIC PRESSURES CREATED BY ACCELERATED 
AMORTIZATION 


Mr. Chairman and members of the committee, my name is Gus Norwood. I 
serve as executive secretary of the Northwest Public Power Association, a non- 
profit, nonpartisan research and service organization comprising 101 consumer- 
owned electric systems, namely rural electric cooperatives, municipal electric 
distribution systems and utility districts of Alaska, Montana, Idaho, Oregon, 
and Washington serving about 1,750,000 people with electricity. 


I, RECOMMENDATION 


By resolutions duly adopted by the membership of the Northwest Public Power 
Association it is recommended : 

(1) That the accelerated amortization procedure be abolished. 

(2) That the Federal regulatory agencies be required to remove all amortized 
and depreciated utility property and investment from all utility rate base. 

(3) That Congress authorize the Hells Canyon Dam and thereby set aside the 
completely unjustified and unwarranted tax subsidy which ODM has just granted 
to the Idaho Power Co. for gross and wasteful underdevelopment of this valuable 
site on a basis which is obviously contrary to the national defense. 

The association has adopted these policy recommendations in the following 
resolutions: 

1. Adopted April 12, 1956: “We urge Congress to repeal the fast tax writeoff 
feature of the Internal Revenue Code, and to direct the Federal Power Commis- 





we 


es 6S 





RAPID AMORTIZATION IN REGULATED INDUSTRIES 121 


sion to require accounting adjustments removing such amortized investment 
from utility rate base. We also urge Congress to investigate SEC, FPC, and 
the Bureau of Internal Revenue in regard to lax accounting and tax administra- 
tion involving private utilities.” 

2. Adopted November 14, 1956: “We oppose the subsidization of private utili- 
ties by means of fast tax writeoffs. We urge Congress to terminate the acceler- 
ated amortization certificate program. We urge State and Federal legislation 
to require utilities to delete amortized and depreciated property from the rate 
base so that any benefits from these programs will accrue to the consumer.” 


3. Adopted April 4, 1957: “We reaffirm our endorsement of the high Hells 
Canyon Dam bill.” 


II, COMPREHENSIVE INVESTIGATION REQUESTED 


It is respectfully requested that the Subcommittee on Antitrust and Monopoly 
Legislation conduct an investigation to determine the desirability for the follow- 
ing legislation : 

(1) To repeal section 168 of the Internal Revenue Code of 1954. 

(2) To repeal or let lapse the Defense Production Act. 

(3) To require Federal regulatory agencies to remove all amortized and depre- 
ciated investment from utility rate base. 

(4) To enact new taxes to capture windfall profits based on amortized and 
depreciated investment, including specifically a graduated corporate income tax. 

(5) To repeal the liberalized depreciation provision of the Internal Revenue 
Code of 1954. 

(6) To create a Federal Department of Consumer Affairs with a strong Office 
of Consumers Counsel to act as a congressional watchdog on all legislation and 
proposed legislation designed against the consumer interest. 

It is specifically requested that the Subcommittee on Antitrust and Monopoly 
Legislation conduct an inquiry into: 

(1) The conduct of the Office of Defense Mobilization in granting certificates 
of necessity permitting accelerated tax amortization both for defense and for 
purposes other than for defense. 

(2) The conduct of the Department of the Interior in recommending such 
certificates in the case of electric facilities which utility corporations are already 
required by the law and by their franchises to provide. 

(3) The effect of such grants and subsidies in the case of long-term hydro- 
electric plant where the compound interest benefits rise to astronomical pro- 
portions. 

(4) The decision of the Federal Power Commission in docket No. R-126 in 
depriving electric-power consumers of the benefit from these fast tax writeoffs 
and instead transferring these huge Federal investment grants to Wall Street 
financial interests and stockholders as windfall profits. 

(5) The granting of certificates of necessity in order to give private electric 
utility corporations a competitive advantage as against the Federal power pro- 
gram in the Pacific Northwest. 

(6) The conduct of the Treasury Department and the Bureau of Internal Rev- 
enue in declaring any common-stock dividends arising from accelerated tax 
amortization to be deductible for income tax purposes, that that portion of such 
dividends is not income but may be treated as a gift and declared to be a capital 
gain. This makes for double tax dodging. 

(7) The tremendous lobbying pressure for repeated extension of the Defense 
Production Act and the basic authority for the certificate of necessity program. 
The Defense Production Act should be repealed or allowed to lapse. 

(8) The lobbying pressure for broadening the accelerated amortization privi- 
lege to investments for industrial pollution control and other nondefense pur- 
poses in order to freeze this type of legalized profiteering into our business 
economy. 

(9) The broadening and making permanent a substantial portion of the accel- 
erated amortization procedure by legalizing liberalized depreciation and thereby 
permitting corporations to exact a tax-exempt tax upon consumers for the pur- 
pose of requiring consumers involuntarily to donate capital for the expansion 
of such corporations. 

(10) To determine the estimated Federal corporate and individual income-tax 
loss due to (@) accelerated amortization, and (0b) liberalized depreciation. 

(11) To study the constitutionality of congressional waiver of its duty to 
originate and approve all Federal appropriations, and that appropriation of 
Federal funds without act of Congress is illegal and unconstitutional, and that 
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both accelerated amortization and liberalized depreciation are or may be an 
unconstitutional appropriation of Federal tax funds. 

(12) To study the effect of the fast tax writeoff procedure by discriminating 
in favor of large as against small business, in favor of corporations as against 
individual businesses, in favor of monopolistic as against competitive business, 
and in favor of defense oriented as against consumer oriented businesses. 


Ill. MUCH TALK, LITTLE ACTION 


Repeatedly, committees of the Congress have been outraged over the evils of 
accelerated amortization. 

(a) The Brewster committee of the 80th Congress reported that the certificate 
of necessity program in World War II gave rise to “legal profiteering.” 

(b) The Dawson Committee on Expenditures in the Executive Departments 
reported on May 28, 1951, that: 

“The certificate-of-necessity program is the biggest bonanza that ever come 
down the Government pike.” 

(c) Most recently, on December 28, 1956, the Joint Committee on Internal 
Revenue Taxation headed by Senator Harry F. Byrd released its study and 
report which states: “Rapid amortization is a form of special Government 
assistance to private manufacturers or, bluntly, a subsidy.” 

The Byrd report also found that the granting of any subsidy ‘* * * involves 
favoring one firm, that gets the subsidy, over another,” particularly true of rapid 
tax amortization, where it bears upon the electric-utility field, and constitutes 
“an incentive that operates only for private utilities and not for the publicly 
owned companies.” 

Innumerable complaints have been made to Congress that these subsidies tax 
the poor and make richer the huge corporations. 

Recently a United Press survey showed 81 American corporations each with 
assets of $1 billion or more, an increase of 38 since 1946. These giant cor- 
porations have combined assets of $241.5 billion. 

In addition to listing 7 railroads and 6 utilities, there are 42 financial houses, 
namely, 25 banks, 16 insurance companies and 1 investment firm, which own 
eonsiderable utility stocks and bonds. The American Telephone & Telegraph 
Co. leads the list with $16.2 billion in assets. 

The accelerated amortization program has been prominently treated in the ex- 
cellent book by Walter Adams and Horace M. Gray entitled, “Monopoly in 
America,” at pages 84 through 90, and the subject of rapid depreciation is 
treated at pages 90 through 94. 

Secretary of the Treasury George M. Humphrey has repeatedly testified 
against accelerated amortization. He warned the Dawson committee that “ac- 
ecelerated tax writeoff is an artificial stimulus of a dangerous type.” He stated 
the steel industry, for example, would “probably have expanded even without 
fast writeoffs.” 

Mr. Humphrey further found accelerated amortization “could become a hin- 
drance to sound, balanced, vigorous growth of our whole free economy.” 

The Dawson committee summed it up: The writeoffs “will result in a further 
eoncentration of the basic industries of this country in existing big-business 
enterprises.” 

This conclusion of the Dawson committee is also the main thesis of this 
testimony, that the fast tax writeoff privilege breeds, stimulates, and entrenches 
monopoly so it can fasten its powerful grip ever more tightly over its area 
and people. 


IV. THE CASE OF THE WASHINGTON WATER POWER CO. 


Attached as exhibit A is a detailed case study showing the benefit to the 
financiers and stockholders of the Washington Water Power Co. from the fast 
tax writeoff at Cabinet Gorge Dam. This study was prepared in March 1953 
and was presented at the American Public Power Association annual conven- 
tion at Boston, Mass., on May 14, 1953, by myself. It is entitled “Accelerated 
Amortization: Biggest Bonanza That Ever Came Down the Government Pike.” 

However, this case study is very much understated. The Office of Defense 
Mobilization in a letter to me on January 9, 1956, advised that the Cabinet 
Gorge Dam necessity certificate TA-9077 which had been issued February 18, 
1952, on 65 percent of a proposed $34,425,000 investment, was amended on July 
24, 1952, at 65 percent of a revised estimated $46,107,000. As. of the January 
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9, 1956, date of the ODM letter, the actual cost figures had not yet been sub- 
mitted. 

Under the revised estimates, the figures in exhibit A should be increased 
about 50 percent. 

As exhibit B, I submit a copy of the memorandum of the Defense Electric 
Power Administration dated August 21, 1951, which justifies an ODM certificate 
to the Washington Water Power Co. on the grounds of enabling that corpora- 
tion to compete against the wholesale rate of the Bonneville Power Administra- 
tion, and to assist in financing the remaining construction of Cabinet Gorge 
Dam. 

A partial picture of how the company actually used its Federal subsidy is 
clearly spelled out in a report to Kidder, Peabody & Co., entitled “Washington 
Water Power Company: A Review of Recent Developments and Reappraisal of 
Company’s Common Stock.” The report is dated February 23, 1955, and was 
prepared by W. C. Gilman & Co. 

First of significance is a chronology of events: 

February 18, 1952: WWP receives ODM necessity certificate for Cabinet 
Gorge Dam at 65 percent of $34,425,000. 

July 24, 1952: Certificate amended at 65 percent of $46,107,000. 

August 21, 1952: American Power & Light Co., which owned all WWP com- 
mon stock, distributed same to its stockholders. 

September 1952: First 50,000-kilowatt Cabinet Gorge Dam generator on the 
line. 

October 9, 1952: WWP offers to merge with and absorb Puget Sound Power 
& Light Co. 

March 1953: Washington Public Service Commission (Chairman Jerome 
Kuykendall) orders fast tax benefits at Cabinet Gorge Dam to go to stock- 
holders and not consumers. 

August 1953: Cabinet Gorge Dam’s fourth (last) 50,000-kilowatt unit com- 
pleted, making 200,000-kilowatt total. 

November 19, 1953: WWP merger attempts fail due to public utility district 
and public opposition. 

December 1955: Campaign over many years culminates in WWP buying out 
Stevens County Public Utility District for $2,905,000, or about 1 year’s tax 
write-off at Cabinet Gorge Dam. WWP could buy almost five Stevens public 
utility districts with Cabinet Gorge Dam subsidies. 

During 1954, WWP enjoyed sufficient net income to require a $3,206,417 
Federal corporate income-tax payment, but it kept $2,696,216. During 1953, 
the taxes not paid amounted to $2,347,941, making a total balance as of December 
31, 1954, in the account 271.1, “Earned surplus—Restricted,” of $5,044,157. 

The W. C. Gilman report continues significantly : 

“The 40-cent quarterly dividends paid on September 15 and December 15, 
1953, were determined by company tax counsel to be 87.24 percent a return of 
capital (84.896 cents per dividend), or a total of $0.6979 paid in 1953 may be 
considered not taxable. Similarly, each of the 4 quarterly dividends paid in 
1954 was determined to be 86.8 percent not taxable as dividend income. Of 
$1.625 paid in 1954, $1.4105 may be considered not taxable.” 

This means that when the Federal Government makes a gift to WWP stock- 
holders, said stockholders need not report it as income, but enjoy the much 
lower tax rate applicable to capital gains. This shows how the fast tax writeoff 
really amounts to double tax dodging. 

The fast tax writeoff privilege greatly improved the financial position of 
WWP, enabling it to sell $30 million of 314 percent, 30-year bonds on. October 
1, 1952, and on July 24, 1953, retiring at a call price of $110 per share its 35,000 
shares of 6 percent perferred stock. 

Summarizing our observations and experience with WWP, it is my judgment 
that the greatest financial event, the greatest bonaza ever to fall in the lap 
of that corporation, was the Cabinet Gorge Dam fast tax writeoff. 

That event enabled WWP to conduct extensive and very attractive financing 
and refinancing. 

At enabled WWP to bludgeon into submission the Stevens County Public 
Utility District, and with just 1 year’s fast tax writeoff to buy the entire 
Stevens Public Utility District system lock, stock, and barrel. 

It enabled WWP to come mighty close to taking over and absorbing the Puget 
Sound Power & Light Co. 

Also. it enabled WWP to help form the Pacific Northwest Power Co., which is 
making a strong bid to acquire key dam sites in the Snake River Basin and 
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thereby strengthen the monopoly position of WWP and its affiliated companies. 
These companies, furthermore, aim at gross underdevelopment of the river. 

It is needless to mention that these financial subsidies have also enabled 
WWP to maintain a very active propaganda and political lobbying program 
against public and cooperative power systems and against the Federal power 
program. 

It is respectfully submitted that the Cabinet Gorge Dam fast tax writeoff 
has greatly strengthened the monopolistic power and position of the Washington 
Water Power Co. 

A similar case study would show how the Yale Dam fast tax writeoff enabled 
the Pacific Power & Light Co. to acquire two private utilities through financial 
manipulations and also to increase its dividend payments. 

A further case study of what the Idaho Power Co. could or would do with 
its Brownlee Dam and Oxbow Dam writeoffs is a case study that we hope will 
never be made. 

Congress can build the high Hell Canyon Dam and get its money back with 
interest. No subsidy is needed. Full development is achieved, whereas the 
fast tax writeoff would actually subsidize wasteful underdevelopment. This is 
shocking and immoral. 


Vv. CONCLUSION 


In addition to the short-range, legislative remedies herein submitted, it is 
respectfully recommended that the committee consider submitting a funda- 
mental and basic law to create a Department of Consumer Affairs into which 
should be transferred the so-called Federal regulatory agencies. 

Just as existing Federal agencies almost unanimously operate as claimant 
agencies for producer interests, so there should be provided somewhere in the 
Federal Government a home for the consumer interest, and where an Office of 
the Consumer Counsel will speak up for the universal consumers of the Nation. 


ACCELERATED AMORTIZATION—“BIGGEST BONANZA THAT EVER CAME DOWN THE 
GOVERNMENT PIKE” 


By Gus Norwood, Executive Secretary, Northwest Public Power Association 


(Address at the annual convention of the American Public Power Association, 
May 14, 1953, at Boston, Mass.) 


The Massachusetts constitution, adopted 1780, contains in its bill of rights 
this important principle: 

“No man, nor corporation, or association of men, have any other title to obtain 
advantages, or particular and exclusive privileges, distinct from those of the 
community than what arises from the consideration of services rendered to the 
public * * * Government is instituted for the common good, for the protection, 
safety, prosperity, and happiness of the people and not for the profit, honor, or 
private interest of any one man, family, or class of men.” 

This is the familiar principle of equality before the law. It is in the light of 
this principle that I wish to discuss the subject of accelerated amortization. 
As the story unfolds I ask you to reflect, whether the operation of accelerated 
amortization in the electric utility industry during the Korean war does not 
contravene this principle stated in the Massachusetts constitution, which is also 
the guiding principle of all high-minded government. 

My discussion is organized under four headings: Firstly, what is the origin 
and nature of accelerated amortization: secondly, how does it work in an actual 
example; thirdly, what are the public policy implications; and, fourthly, what 
are the conclusions to be drawn from this study? 


ITS ORIGIN AND NATURE 


On May 14, 1940, Hitler invaded France. One month and eight days later 
France surrendered. The German air armadas had won the blitzkrieg. Presi- 
dent Roosevelt reacted promptly by asking Congress in his urgent messages of 
May 16 and June 13 for funds to build 4,000 planes. Congress approved the 
funds. 

Two months later only 33 planes were on order. Companies refused to expand 
plant except on a basis of higher than normal profits. Meanwhile Germany was 
producing 1,500 planes a month. In desperation the Secretaries of War, Navy, 
and Treasury appeared in August 1940 before the joint hearings of the House 
Committee on Ways and Means and the Senate Committee on Finance. They 
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recommended special income-tax treatment for companies which would build 
defense plants. The result was the enactment of section 124 of the Internal 
Revenue Code on October 10, 1940. 

Thus was eliminated almost from the start the noble ideal of the Vinson- 
Trammell Act which proposed to take the profit out of war. 

The new law permitted the defense agencies to grant certificates of necessity 
which entitled the holder thereof to amortize for tax purposes his new plant 
investment over a 5-year period at the rate of 20 percent a year. As Senator 
Magnuson told the Federal Power Commission on March 18, 1953, it was the intent 
of Congress to provide a means whereby a corporation could write off the 
investments in plants which would have little, if any, use after the defense 
emergency had passed. No industry would end up with a white elephant on 
its hands. Congress had “socialized the risk.” 

Two years after the enactment of section 124 the National Association of 
Railroad and Utilities Commissioners at the 1942 convention received an impor- 
tant recommendation from Commissioner Robert E. Healy, Securities and Ex- 
change Commission and acting chairman of the NARUC committee on corporate 
finance. Ina brilliant report Judge Healy puts his finger on the central issue of 
accelerated amortization by pointing out the compound-interest advantages. He 
concludes in favor of passing that advantage to the utility consumer by urging 
the removal of amortized plant from the rate base of the utilities. 

Judge Healy’s recommendations for strict adherence to a net investment rate 
base was observed in a number of jurisdictions and was upheld in a clear case 
in the Michigan courts. The World War II utility record with certificates was 
fairly good because of restraint in granting them, because of OPA pressure to 
keep rates down and because of the influence of outstanding regulatory men, 
notably Leland Olds, chairman of the Federal Power Commission, Judge Healy, 
Beamish, Jourolmon, Fitzhugh, and Tom Buchanan. They are not all gone. 

Nevertheless, regarding the program as it applied to all industries, the Brew- 
ster committee of the 80th Congress reported that the certificate of necessity 
program in World War II gave rise to “legal profiteering.” 

With the start of the Korean war the Congress again enacted the rapid tax 
writeoff method as section 124A of the Revenue Act of September 23, 1950. ‘This 
time there was virtually no restraint as certificates were issued at the rate of a 
billion dollars worth a month. A preliminary investigation of the first $1,800 
million in certificates and covering chiefly just the steel industry was made by 
the House Committee on Expenditures in the Executive Departments. In its 
report dated May 28, 1951, the committee concluded : 

“The certificate of necessity program is the biggest bonanza that ever came 
down the Government pike.” 

During World War ILI, the certificates reached $7.3 billion of which witnesses 
before the Brewster committee suggested $3 billion was unwarranted. However, 
the Korean war has already passed the $26 billion mark or more than 3 times as 
much as was necessary to defeat Germany, Italy, and Japan in a 6-year war. 
Nor is the end in sight. 

Especially eager to obtain certificates of necessity have been the private 
electric utility corporations. As of March 24, 19538, they have received certifi- 
cation of 592 projects involving a total cost of $3.7 billion, of which $1.66 billion, 
or 45 percent, has been assumed to be investment incurred for national defense. 

How does the defense agency determine what percentage of a plant is to be 
written off for national defense? The original National Securities Resources 
Board criteria read, “The major factor controlling the percentage of the certifi- 
cate should be the probable economic usefulness of the facility for other than 
defense purposes after 5 years.” Under this criteria the electric systems would 
have received virtually no certification. 

Apparently the rule of the Defense Electric Power Administration was to 
regard the normal historical growth of the utility as peacetime investment and 
anything above that amount as defense. Under this logic the Pacific Power & 
Light Co. received a 75-percent writeoff on the $26,170,000 Yale Dam and the 
Washington Water Power Co. received a 65-percent writeoff on the $34,425,000 
Cabinet Gorge Dam although both projects were urgently needed to alleviate che 
Pacific Northwest power shortage. It is hardly necessary to add that the DEPA 
staff was made up largely of private utility executives on loan from their 
companies. 

Another incident in this history is the introduction of H. R. 426 on January 3, 
1953, by Congressman Dondero to make accelerated amortization available 
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retroactively to December 31, 1939. The House Committee on Ways and Means 
has held no hearings on the bill, but the Northwest Public Power Association has 
filed a letter in opposition. 

This brings the story up to date to the Federal Power Commission hearing on 
docket No. R-126 on proposed rulemaking for treatment of Federal income taxes 
as affected by accelerated amortization. The issue is whether the tax benefits 
should be given to the stockholders as windfall profits or be passed on to the 
consumer in the form of cheaper power rates. 

The utilities testified at length in favor of placing the tax savings in newly 
set up deferred accounts, instead of passing on the savings to consumers. This 
type of accounting had been authorized by many State commissions, and in view 
of that fact the utilities felt the best solution was for the Federal Power Com- 
mission not to make any rule at all. 

In favor of passing the benefits on to the consumer was Mr. Francis J. Walsh, 
of the FPC staff, who made a very able case. Statements were likewise sub- 
mitted by Senators Magnuson and Jackson, Congressman Don Magnuson, the 
National Rural Electric Cooperative Association, the Northwest Public Power 
Association, and the American Public Power Association. 

The utilities’ contention that no rule should be made by the Federal Power 
Commission brings to mind the remarks of Maryland’s Governor McKeldin 
recently wherein he discussed the man who professes impartiality: “by looking 
with benign tolerance equally upon what is good and what is bad, he really allies 
himself with evil, like the policeman who takes no sides between the robber and 
his victim. * * *” 

If I may borrow from Governor McKeldin’s simile I should say that if the 
Federal Power Commission regards the arguments of the utility managements 
with benign tolerance we may end up with the American consumer in the role 
of victim. 

THE CABINET GORGE DAM 


As a result of this program of noncollection of Federal income and excess- 
profits taxes from the electric utilities, the Federal Government will have an in- 
vestment in the companies of about $1,700 million. This is an interest-free loan 
on which the companies did not have to pay any financing or underwriting fees 
or bond discount. Theoretically the companies must repay the principal amount 
of this money unless they can duck out by 1 of the following 4 methods: First, 
they can avoid the repayment by showing a very low net income for any year. 
Second, they will save money if there is any reduction in the corporate income- 
tax rate or they may have to pay a little more if the rate goes above the present 
52 percent level. Third, they may utilize a subterfuge such as the method of 
composite depreciation rates as is practiced in Oregon. Finally, the company 
can duck the repayment by selling the amortized plant to a public body at any 
time after the fifth year. 

The Federal Government is the junior stockholder in the electric utility busi- 
ness. The United States Treasury puts up some $1,700 million on the basis of 
no interest or dividends and expecting repayment of principal only if the com- 
panies enjoy uninterrupted prosperity. The Federal lien is junior to that of 
all other bondholders, preferred stockholders, common-stock holders, or any 
other present or future creditors of these companies. Thus accelerated amorti- 
zation becomes a halo around the gilt edges of utility bonds. This great amount 
of junior equity money has already enable the utilities to obtain bond money 
cheaply without the necessity of issuing additional common stock. 

Over and above all these benefits is the interest-free feature which shows up 
most dramatically in the case of a plant with a long life if the amortized invest- 
ment is included in the rate base of the utility. 


TABLE 1 
Washington Water Power Co. Cabinet Gorge hydroelectric project 


Investment subject to rapid amortization (65 percent on $34,- 
425,000) $22, 376, 250 
Annual depreciation accrual on a straight-line basis: 
5-year rapid amortization 4, 475, 250 
40-year normal life 559, 406 
Balance transferred to earned surplus 3, 915, 844 


Federal tax (52 percent) 2, 036, 239 
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Washington Water Power Co.—Effect of rapid amortization of Cabinet Gorge 
project for income tax purposes assuming company earns a return of 6 percent 


on its invested capital 


Year 





Cumulative 
amount de- 


Annual charges 























posited in Annual Annual 
special Interest at 6 amount amount 
earned sur- | percent per | transferred deducted Total 
Plus account annum to earned from earned 
surplus ac- surplus ac- 
count count 
99,006, 990 foo .5 5.5 $2, 036, 239 
$2, 036, 239 $122, 174 2, 036, 239 ‘ 2, 158, 413 
4, 194, 652 251, 679 WD hos a dcanvewesou 2, 287, 91S 
6, 482, 570 388, 954 DOOR eee to ns 2, 425, 193 
8, 907, 763 534, 466 2, 036, 239 tausls 2, 570, 705 
11, 478, 468 iis arenes $290, 891 397, 817 
11, 876, 285 |. of Skates 290, 891 421, 686 
12, 297, 971 EN ios cece etiasen 290, 891 446, 987 
12, 744, 958 .. {=e 290, 891 473, 806 
13, 218, 764 ME iateitinin teint ccieses 296, 891 502, 235 
13, 720, 999 ae 290, 891 532, 369" 
14, 253, 368 GE BD Sokeiecnss.- 290, 891 564, 311 
14, 817, 679 A 290, 891 598, 170 
15, 415, 849 WEE: Nedineananck ox 290, 891 634, 060 
16, 049, 909 GOR DOB how nncicuicn<x 290, 891 672, 104 
16, 722, 013 * 3. 2 ae 290, 891 712, 430 
17, 434, 443 ef § eves ee 290, 891 755, 176 
18, 189, 619 c= 290, 891 800, 486 
18, 990, 105 1, 139, 406 290, 891 848, 515 
19, 838, 620 TOES Bickcaveassvs 290, 891 899, 426 
20, 738, 046 ROLE Ecnbedesciee<~ 290, 891 953, 392 
21, 691, 438 Mgt MP Eebhicocscccann 290, 891 1, 010, 598 
22, 702, 036 Ly BEE cage dnnunsnn 290, 891 1, 071, 231 
23, 773, 267 EO SE is pbb cwwannbas 290, 891 1, 135, 505 
24, 908, 772 2,406 Bee bese nue. 290, 891 1, 203, 635 
26, 112, 407 eS } Se ee 290, 891 1, 275, 853 
27, 388, 260 5 EE ME Boekdiccanecn 290, 891 1, 352, 405 
28, 740, 665 Ay CE becscensmn 290, 891 1, 433, 549 
30, 174, 214 Bf) eee 290, 891 1, 519, 562 
31, 693, 776 BO. Eye 290, 891 1, 610, 736 
33, 304, 512 hf. eae 290, 891 1, 707, 37% 
35, 011, 891 DS EE akGoscuseces 290, 892 1, 809, 821 
35, 821, 712 RBS > Sa 290, 892 1, 918, 411 
38, 740, 123 2, 324, 407 |_- 290, 892 2, 033, 515 
40, 773, 638 By Ee BE ilenwsconcccdnn 290, 892 2, 155, 526 
42, 929, 164 Bi OU ar kbs cance 290, 892 2, 284, 858 
45, 214, 022 | oD Se oe 290, 892 2, 421, 949 
47, 635, 971 DEED Nankise ss ccunan 290, 892 2, 567, 266 
50, 203, 237 AO eee 290, 892 2, 721, 302 
52, 924, 539 G PR fewdsud< ssc 290, 892 2, 884, 580 
55, 809, 119 55, 809, 119 10, 181, 195 10, 181, 195 | 55, 809, 119 


On February 18, 1952, the Washington Water Power Co. obtained a certificate 
of necessity for the 200,000-kilowatt Cabinet Gorge Dam on the Clark Fork. 
River in Idaho with a permissible writeoff of 65 percent on $34,425,000. The 
ldaho and Washington regulatory commissions have granted orders permitting 
tax deferral accounting over a 40-year per.od. Actually the project obviously 


has an average useful life of more than 40 years. 
accelerated amortization benefit to the company for this dam? 


is $55,809,119. 


What is the value of the 


The answer 
Even if the corporate-income tax rate remains as high as: 52 


percent and even if the company obtains a rate of return of only 6 percent, the 
compound interest gain over the 40-year period is $55,809,119 or more than & 


times the amount of the original tax deferral of $10,181,195. 


are shown in table 1. 


The computations 


Applying the same criteria to all electric utilities but reducing the normal 
plant life to 30 years shows in table 2 an unearned windfall profit for utility 
stockholders of $1,901,009,000 over the 30-year period. All these benefits, fur- 
thermore, will go to stockholders not as income but as capital gains. 
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Taste 2.—Estimated annual tax savings of the electric utility industry due to 


rapid amortization for income-taz purposes assuming average life of projects 
is 30 years 


Total estimated cost of 592 projects which have received tax 
amortization certificates as of March 24, 1953 
Investment subject to rapid amortization 


-Annual depreciation accrual on a straight line basis: 
' 5-year rapid amortization 331, 822, 629 
30-year normal life 55, 303, 772 


Balance transferred to earned surplus 276, 518, 857 
Federal tax, 52 percent 143, 789, 806 


Effect of rapid amortization for income tax purposes, assuming companies earn 


a 6-percent return on tawv savings which are placed in a special earned surplus 
account 


{In thousands] 


Annual charges 
Cumulative 


amount de- 
posited in Annual Annual 
special Interest at 6 | amount amount 
earned sur- | percent per | transferred deducted Total 
plus account annum § toearned from earned 
surplus ac- surplus ac- 
count 


143, 790 143, 790 

143, 790 . 143, 790 152, 417 
296, 207 ° 143, 790 161, 562 
457, 769 ° 171, 256 
629, 025 181, 532 
810. 557 19, 875 
830, 432 21, 068 
851, 500 22, 332 
873, 832 23, 672 
897, 504 25, 092 
922, 596 26, 508 
949, 149 28, 194 
977, 388 29, 885 
1, 007, 273 31, 678 
1, 038, 951 33, 579 
1, 072, 530 35, 594 
1, 108, 124 37, 729 
1, 145, 853 39, 993 
1, 185, 846 42, 393 
44, 936 
47, 632 
50, 490 
53, 520 
56, 731 
60, 135 
63, 743 
67, 658 
71, 622 
75, 919 
80, 474 


1, 901, 009 | 1, 901, 009 
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Please note also table 3 which shows that the national debt will be at least 
$418,916,000 higher 30 years from now just to reflect the interest cost on the 
deferred taxes. This figure is an absolute minimum and is based on 2% percent 
interest compounded whereas present interest on Federal bonds is over 2.8 per- 
cent. This amount of almost half a billion dollars is the additional out-of- 
pocket cost to all other Federal taxpayers in order to subsidize the electric utility 
corporations. 


PUBLIC POLICY IMPLICATIONS 


To analyze the public policy implications of accelerated amortization is to 


trace the pathology of a bad law. Step by step it is not unlike the morbid progress 
of a disease. 
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The starting point is the issue before the Federal Power Commission as 
pointed out by Healy in 1942; namely, will the compound interest benefit go to 
the stockholders as windfall profits or to the consumers as cheaper power rates. 
The utility stock speculators want to use accelerated amortization as a booster 
pump to transfer more money from the consumers to the stockholders. ‘The 
economic effect would be regressive making the poor poorer and the rich richer. 
One utility man from Texas even testified it would be inflationary to let the 
consumers have cheaper electric rates. 

This conspiracy of utility executives and stock speculators against the con- 
sumers would not be at issue before FPC but for the breakdown of regulation 
at the State level. Here is a prime example of hypocrisy. The record shows 17 
State commissions each parading under the flag of the consumer while in fact 
permitting the consumer to be exploited. On some of the blackest pages of 
American Government is recorded the repeated betrayal of the consumer at the 


hands of his publicly paid guardian and protector, the public service commis- 
sioner. 


TaBLe 3.—Effect of rapid amortization for income-tar purposes on Federal tax 


income, assuming that Government loses interest compounded at 2% percent 
on the deferred amount 


[In thousands} 





Annual charges 














Cumulative ad ae 
amount de- 
posited in Annual Annual 
Year special Interest at 244 amount amount 
earned sur- | percent per | transferred deducted Total 
plus account annum to earned from earrei 
surplus ac- surplus ac- 
count count 
i ac he i del ee ote ee ee I Eien cetiicedes $143, 790 
$143, 790 $3, 595 TO Ee Toke naceccsannl 147, 385 
291, 175 7, 279 RET dneecdbsnté cue 151, 069 
442, 244 11, 056 le Fe ts cietaatadbeahs 154, 846 
597, 090 14, 927 TE Te a dctneneckinnan 158. 717 
755, 807 WER ONO Bddddnsadaciend $28, 758 9, 843 
745, 944 7 eee 28, 758 10, 109 
735, 835 Es ictndameetedns 28, 758 10, 362 
725, 473 SE Bthcdisemnaaeiees 28, 758 10, 621 
714, 852 TLE Vcaubbahdkawse 28, 7-8 10, 887 
703, 965 TE iit aaedvtsund 28, 778 11,19 
692, 806 a eel 28, 758 11, 438 
681, 368 4 eee 28, 758 11, 724 
669, 644 WE Ee ktswsmeanen 28, 758 12,017 
657, 627 ich cndtacmainnn 28, 758 | 12, 315 
645, 310 TE DED Encnetciineeimine 28, 758 12, 625 
632, 685 PEN Sa cig ncaebooune 28, 758 12, 941 
619, 744 TRB Nocowcesudewss. 28, 758 13, 264 
606, 480 BE Bivimibcddinecmetind 28, 75 13, 596 
592, 884 SI Das liipieniaearnnted 28, 758 13, 936 
578, 948 SEE Becbs Cbecinese 28, 758 14, 284 
564, 664 PR odikbaalecnten 28, 758 14, 641 
550, 023 OO eee 28, 758 15, 007 
535, 016 a  tatl os 28, 758 15, 384 
519, 632 BOE Tne tncacnusss 28, 758 15, 767 
503, 865 PR Becciwecdenkses 28, 758 16, 161 
487, 704 BR inncdhedmeesenes 28, 758 16, 565 
471, 139 Pe i cciesinihsaweei 28, 758 16, 980 
454, 159 TRE Etinadatboncens 28, 75 17, 404 
436, 755 8 a 28, 758 17, 839 
418, 916 418, 916 718, 950 718, 950 418, 916 











The second stop in this pathological pilgrimage is the defense agency where 
an army of corporation executives tempoarily dressed as policemen are passing 
out tickets, $26 billion worth of tickets. This is a case of making the fox the cus- 
todian of the chicken coop. Three congressional committees have now com- 
Plained in strong language. Most recently the Dawson Committee in 1951 said, 
“ * * * administration * * * has been unsound and detrimental to the public 
interest. In the first place, the established regulations and procedures have not 
been followed. There are instances of outright disregard for the safeguards 
which were designed to protect these most vulnerable functions from abuse. The 
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need for prompt action to meet the national emergency was construed as justi- 
fying a ‘shovel in the barrel’ approach to the certificate of necessity program as 
early as 10 days after it got underway.” ‘These congressional reports cite num- 
erous examples of reckless and irresponsible administration. 

The Secretary of Interior likewise protested frequently regarding the high 
percentage granted in the certificates but he was overruled by Defense Mobilizer 
Charles Wilson. 

Thirdly, the law itself invites maladministration. The committee found “the 
criteria it sets out for determining the certifiable portions are ambiguous and 
vague, to say the least.” For example the term “necessary in the interest of na- 
tional defense” was construed very broadly “to encompass all expansion neces- 
sary to satisfy military needs together with all expansion necessary to keep 
civilian supplies at as close to normal levels as possible during the emergency.” 
Another train of evils followed from the law’s vague terminology, “attributable 
to defense purposes”. 

Fourthly, the conception or theory of the law is inconsistent with the tradi- 
tions of this country. As the war clouds were gathering in 1940 the NARUC 
Committee on Progress in Public Utility Regulation observed : 

“It has been the avowed purpose of Congress, through a legislative policy 
which antedates the depression and goes back to the period immediately follow- 
ing the First World War, to control war profits in any future war in which the 
Dnited States might become involved, and to prevent the creation of new war 
millionaires. It was the general concensus that this should be effected by the 
imposition of income and excess profit taxes. Accordingly, the Vinson-Tram- 
mell Act was passed, its provisions including a limitation upon the profits from 
the construction or manufacture of naval vessels and Army and Navy aircraft. 
‘The express purpose of this act was to take the profit out of war.” 

If indeed government is instituted for the common good and not for the profit 
or private interest of the select few, if indeed there is to be equality in the en- 
joyment of benefits before the law, then there must also be equality of sacrifice 
under the law in time of war. 

War requires a basic partnership between producing industries at home and 
fighting forces at the front. Yet to achieve this partnership we use on the one 
hand the mercenary method and on the other hand the compulsory draft. The 
Korean war has cost 130,000 American casualties and $26 billion in accelerated 
amortization certificates. Refined in terms of actual profiteering from tax write- 
offs the Korean war has reduced one new war millionaire, or his equivalent in 
profits, for every 20 casualties. 

The experience with accelerated amortization casts doubt on the sincerity of 
utility executives in their protestations that they are loyal to their country. In- 
stead of patriotism and a proper regard for the duties of citizenship there is 
found an exploitation of the national-defense emergency as an opportunity for 
unwarranted legal profiteering The national defense has been used as a sub- 
terfuge and excuse to demand and obtain huge Federal subsidies, paid by you 
and me, to get the electric corporations to perform their normal and simple pub- 
lic utility responsibilities. Having received these subsidies they now have the 
unmitigated gall to demand the right to incorporate these Federal subsides in 
their rate base and to exact from their consumers a 6 percent rate of return 
thereon. From 1957 to 1950 as the result of many hearings and court cases the 
utilities were required to wring out over $1.5 billion of water from their capital 
structure. Now they propose to put at least as much back. 

This has been a study in sophism, of attempts to make black appear white, 
of counterfeiting truth, of using the appearance of logic and a claim of reason- 
ableness to camouflage error. This has also been a study in the breakdown of 
the fundamental morality and ethical standards of American public life. Good 
State regulation would have stopped this raid on the consumer. Good Federal 
administrators would not have issued the certificates. Patriotic utility execu- 
tives would not have demanded them. A wise Congress would have thought 
twice before enacting the law. An aroused public would not tolerate war 
profiteering. Whatever it is that “is rotten in Denmark” is rotten five times. 
Life has become more complex since the days of Hamlet. This pyramid of 
demoralization brings to mind the words of Oliver Goldsmith, “Laws grind the 
poor, and rich men rule the law.” 
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A PROGRAM FOR ACTION 


In conclusion there are certain measures which the members of this association 
can support in order to restore the principle that excessive profits should not be 
drained from the people during a period of national sacrifice. 

First, we should all support the efforts of the Federal Power Commission 
to formulate rules which will guard and protect the consumer. This the Com- 
mission can do by purging the utility rate base of the plant investment which 
has been amortized through the tax certificate process. 

Second, we should all oppose H. R. 426, a bill introduced by Congressman 
Dondero, advocate of the utility corporations, whereby accelerated amortiza- 
tion might be applied retroactively to 19389. 

Third, we can all work for the repeal of section 124A of the Internal Revenue 
Code—a law which has carried many evil consequences in its train. 

If we can succeed in these three endeavors we will not only have sreved 
the interests of the electric consumers, but we will also have repaired the 
moral standards of the utility industry and established principles which cannot 
fail to strengthen our system of American democracy in its struggle against 
totalitarianism, 

When we wipe out the opportunity of using a period of warfare as a means 
of making profiteers we return to the conception that democracy was once 
something for which men fought, and that it must continue to represent a 
belief in the moral equality of men and a ceaseless struggle to create a society 
in which such equality will be a living reality. 

These problems are not new. The same concern was ably expressed by the 
committee on progress in public utility regulations in language which was 
adopted by the 1940 convention of the National Association of Railroad and 
Utilities Commissioners in Miami, Fla.: 

“If the time should come for an all-out showdown between the United States 
and the totalitarian powers, there is but one thing that can defeat this country. 
That is the deep-rooted love of private pecuniary gain. Freed of this spirit of 
greed, democracy as it has traditionally flourished in this country is invincible.” 

There being no objection, the article was ordered to be printed in the Record, 
as follows: 


Rapip Tax AMORTIZATION 


Extension of Remarks of Hon. Don Magnuson of Washington in the House of 
Representatives, Monday, August 3, 1953 


Mr. MAGNUSON. Mr. Speaker, under leave to extend my remarks in the Record, 
I include the following memcrandum which was submitted on August 22, 1951, 
to the Defense Production Administration by the Defense Electric Power Ad- 
ministration on behalf of the Washington Water Power Co. 

The memorandum deals with the application of Washington Water Power for 
a certificate of necessity, under section 124A of the Internal Revenue Code, 
later granted, which permitted the company to take advantage of the acceler- 
ated amortization provisions of the Revenue Code in its construction of the 
Cabinet Gorge Dam in northern Idaho: 


“DEFENSE ELECTRIC POWER ADMINISTRATION MEMORANDUM WITH RESPECT TO AP- 
PLICATION FOR NECESSITY CERTIFICATE TA-9077, FILED BY THE WASHINGTON 
WATER POWER CO. 

“Facilities covered 
“The Washington Water Power Co. is an electric utility serving portions of 

the States of Washington and Idaho. Its power system is operated on a closely 

integrated basis in a 5-company group, which group operates in conjunction 
with the other power systems (federally, municipally, and privately owned) as 

a part of the Northwest power pool, which coordinates the operations of the 

power resources of the Pacific Northwest. 

“The development covered by the application is the Cabinet Gorge hydro 
project of 200,000 kilowatts rated capacity (149,000 kilowatts effective capabil- 


ity), with a 230 kilovolt transmission connection to Spokane, estimated to cost 
$35 million. 


“Necessity for facilities 


“This project is 1 of 3 short-term hydro projects in the Pacific Northwest 
which bave been started in 1951 on exceptionally high-speed construction sched- 
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ules for initial operation in late 1952. These projects have been actively spon- 
sored by Defense Electric Power Administration, Federal licenses have been 
issued by Federal Power Commission, and National Production Authority has 
approved a project priority status, which thus far has been assigned only to 
8 power projects in the entire country, 6 of the 8 being in the Northwest. 

“The Pacific Northwest is the region of the most serious prospective power 
shortage in the United States, and substantial amounts of aluminum and other 
defense production are dependent upon interruptible power supply. The addition 
of Cabinet Gorge project to the power resources of the region is a direct necessity 
for defense production. By releasing part of the demands of the five-company 
group upen the resources of Bonneville Power Administration, the power avail- 
able for defense production is increased by the full capacity of the Cabinet Gorge 
development. Failure to complete Cabinet Gorge would result directly in increased 
loss of critical materials, especially aluminum. 


“Economic usefulness after 5 years 


“Except for the short-term power shortage situation, in Washington and Idaho, 
this $35 million project would not be built at this time. This is for the reason 
that the power from Cabinet Gorge will cost substantially more than alternative 
power from future Columbia River dams. 

“The normal source of base-load power for increasing loads of Washington 
Water Power Co., as for most power systems in the region, has been, and for 
years will be, from the series of large Government dams in the Columbia River 
and its main tributaries. These dams, however, have long construction periods, 
of the order of 5 years. The next main river dam under construction is sched- 
uled to be producing power at about the beginning of 1954, the next following 
dam in 1955. It is expected that other dams will follow thereafter. According 
to present estimates of regional power supply, Bonneville Power Administration 
would have power available by 1955 to provide firm supply of all of the company’s 
power requirements above its existing generating capacity. Even if load increase 
in the region should exceed present expectations, adequate power for the com- 
pany should be available by 1956. 

“The company’s future power cost from Cabinet Gorge will be substantially 
higher than for a corresponding block of power from the Government dams pur- 
chased at Bonneville rates. As shown in table I attached, Cabinet Gorge cost 
is estimated to be $4.60 per kilowatt-year higher than for future purchase from 
Government dams, exclusive of payments to be made for upstream storage. 
These latter payments, yet to be established by the Federal Power Commission, 
could be quite substantial since the storage available to Cabinet Gorge from the 
Federal Hungry Horse project (estimated at about 250 million kilowatt-hours 
annually) and from the Flathead project of Montana Power Co. (estimated 
at about 101,500,000 kilowatt-hours annually) accounts for more than half of 
its dry season. firm power, and the project would probably have been economically 
impracticable without the benefit from this storage. 

“For a long-term facility such as a hydroelectric development, this competi- 
tive handicap is serious. The project, however, will afford to the company and 
to the five-company group of which it is a member, partial insurance against 
inability to carry customers’ loads during the initial years in event of low-water 
conditions. 

“From the viewpoint of the defense effort, the benefit from the project is 
substantially increased aluminum production at a critical stage in the defense 
program, under either normal-water or low-water conditions. 


“Financing situation 


“The company represents that accelerated tax amortization would be an 
important factor in making possible the financing of the Cabinet Gorge hydro- 
electric project and the completion of the construction. 

“It is represented that the company’s common stock is presently held by a 
holding company in process of dissolution, so that at this time no common stock 
can be sold, that the amount of bonds issuable is insufficient to cover the Cabinet 
Gorge and other construction expenditures, and that the tax amortization is 
needed to make feasible an adequate amount of short-term notes. 
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“Assistance afforded by accelerated tax amortization 


“There is presented in tables I and II attached a comparison of the competitive 
status of Cabinet Gorge costs, without and with 65: percent tax amortization, 
and of the costs for an alternative block of Bonneville power at the $22:50 per 
kilowatt-year rate to become effective in 1954 (present rate $17.50). Briefly 
summarized this comparison shows: 


Annual cost | Amount per 
kilowatt-year 





‘Without accelerated panera (equalized costs over 50 years): 











CI ND OURS Oe i eemnntimielabatebh ae 1 $4, 038, 000 ’ $27.10 
Equivalent block from BPA, PT cidvcnmmdneniinacnecsensgece 3, 353, 000 22. 50 

I I SIO iividiccicitn centedccameinesdctbonnbneuniendida® 1 685, 000 4.60 

With 65 percent accelerated amortization (equalized costs over remaining 45 ; 
years): 

Oy Or I a a lel cs SL 1 4, 038, 000 27.10 
Reduction from 65 percent amortization................--------.------.- 457, 000 3. 07 

SO ac cia ee ncananiiaascieabhebsneuwieesmnsinnas 13, 581, 000 24. 03 
Equivalent BPA block, 149,000 kilowatts....................----.---.--- 3, 353, 000 22. 50 

ND Gee Se SI nner ncexcedckcsrsinncinnanipeeaneeesoncenca 1 228, 000 1. 53 


1 These costs are before taking account of payments for benefits from upstream storage, which judging from 
preliminary studies of Hungry Horse storage costs, may be in the order of several hundred thousand dollars 
per year. 

“This comparison showing the effect of 65-percent amortization is made on 
the basis of assuming that treatment of tax savings which would be most 
effective in reducing the future adverse competitive differential, which would 
be that none of the savings during the first 5 years would be treated as income, 
but that all tax reductions would be treated as equivalent to a reduction in the 
Cabinet Gorge net investment applicable to the remaining 45 years. As shown 
in table II, the reduction in Cabinet Gorge costs for the subsequent 45 years 
on this basis comes about as follows: 


Reserve created from tax reductions in 5 years__--_-_-__--_-__---_-_ $9, 465, 000 
6 percent per year credits to reserve during first 5 years___._....---- 852, 000 

Reseeus accumulated in:'6 yeates... scented. 10, 317, 000 
Annual reduction in cost due to reserve over subsequent 45 years__ 668, 000 
Annual tax effect of smaller depreciation deduction during 45 years_ 211,000 


iaeleainv cinta icedienihibinieniinaiily Seite checsanitielgs 457, 000 


“The overall effects of 65 percent accelerated tax amortization are these: 
(1) To simplify the difficult financing problem; (2) to reduce the excess annual 
power cost over its competitive alternative after 5 years in the order of 50 
percent, the percentage of such reduction depending largely upon the annual 
payment to be made for upstream storage benefits. ‘ 

“Recommendation: That the application be certified for 65 percent. 


Net reduction in annual costs 
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TABLE I1.—The Washington Water Power Co.—Cabinet Gorge project power cost 
from Cabinet Gorge compared with BPA purchase on basis of no accelerated 


amortization, 50-year equalized average costs (with 6 percent return and 47 
percent income tagx throughout) 


Physical data: Kilowatts 


Installed capacity, 450,000 kilowatt units 200, 000 
Equivalent reduction in contract purchase from BPA, allowing for adverse water effects _ 149, 000 


Million kilowatt-hours 


Energy output: Total Usable 


Median water control, 6 months, October to March 417 
Other 6 months, April to September 5 ( 


etn AB Rs os oak ce ceedcnus idaho tlaces 


Energy output: 


Adverse water control, 6 months, October to March 
Other 6 months, April to September 


Total 12 months 


Initial investment: 
Nondepreciable portion 
Depreciable portion 


Percent of Equalized 
initial in- average 
vestment 








Return and amortization, 50 years (on basis 6 percent return): 
Total for return and amortization on $34,425,000. __.....___._.____.._-_-- 3 $2, 184, 000 
I ee a ca knkcabnnansiusmonnnn 2, 00 689, 000 

1, 495, 000 
436, 000 
1, 059, 900 

Annual cost of Cabinet Gorge: 

Return on nondepreciable, 6 percent on $575,000 35, 000 

Return on depreciable, 4.344 percent on $34,425,000__ 1, 495, 000 

Amortization, 2 percent on $34,425,000_.____- 689, 000 

Income tax at 47 percont 961, 000 


Return, 6 percent on unamortized investment 
Debt portion 1.75 percent initial 144 at 344 percent._.__._....__....____- 
Nondebt portion 4.25 percent initial 


Nondepreciahle, 4.25 percent times #743 on $575,000- - 


99 , 000 
Depreciable, 3.077 percent times 4753 on $34,425,000 


939, 000 
ee cnn ac hvmiowecoomennnesiae Settee 68 
Operation, maintenance, and license fees 


IT a ciciealacs a stanioenes 


Assessments for upstream storage benefits (to be established later by Federal 
Power Commission) 


4, 038, 000 


Unknown 


Per kilowatt- 

Comparable costs of BPA purchases: Amount year 
Annual cost of Cabinet Gorge, as above 1 $4, 038, 000 1 $27.10 
Equivalent block from BPA, 140,000 kilowatts 3, 353, 000 22. 50 





Excess with Cabinet Gorge 14.60 


1 Bofore taking into account upstream assessments. 
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TasLe II.—The Washington Water Power Co.—Cabinet Gorge project—Power 
cost from Cabinet George compared with BPA purchase on basis of 65 percent 
accelerated amortization with all tax savings carried to a reserve to reduce 


costs subsequent to first 5 years (with 6 percent return and 47 percent income 
taz throughout) 














Reserve accumulated from initial tax savings: Percent 
Annual tax deduct‘on with 65 percent amortization.__.._............-.--.22-- ee 13.7 
Annual tax deduction with normal depreciation.__............. -.......-.---.---.---.---- 206 

A Cat GI a ohn ox Sr roe oh Sed ghee cen douek 11.7 
Amount of additional tax deduction, 11.7 percent on $34,425,000___..........._.-..-.-._- . $4,028. 000 
ST I, GF ae wns cbbnhnoweniodccncatinenusctndiinannundadacaasabe $1, 893, 000 
Tax saving for 5 years________- Bd IR ch oA lat NET $9, 465, 000 
Income applicable to reserve at 6 percent. annual rate, “15 years... ies ah te bb ase Ee ees 852, 000 

Reserve accumulated - - Shaded s cade tede Labs tie iz ‘ 10, 317, 000 
Percent of depreciable inv RE OS me eek gape Se aie ae 

Effect of reserve equal'zed over subsequent 45 years: 
0B ORGS GIRITEE TT OREO 6 DO I oi in wish oe6 a BS sed bc kw cd wn dadnnnbdcbaed 6. 4 
Equalized annual effert of reserve, 4.47 percent on $10,317,000__ Sintaiicethasaeee 668, 000 
Additional tax payable 45 years ($889,000 to $241,000) times 47 percent____.___- Kis aibeeeaal 211, 000 

Wet wedention te qnmisel OOo saws. Sega s shscs eis id doh cde ce <5 sdk ews scceben i 457, 000 

Costs of Cabinet Gorge power, first 5 years: Same as without accelerated amor tization, as in 

OG ars ath cee b bh pebdhn cab ca peka shat beg daneietg panbuasudhubensiasdgeuamusintibe 1 $4, 038, 000 
Per kilo- 

Costs of Cabinet George power, subsequent 45 years: Amount  watt-year 
Costs as in table I_..--- art cheleaet ater ates iokaemehson hsceenaoon 1 $4, 038, 000 1 $27.10 
Reduction from 65 percent OMMIRNNM LOS. Si cis See es or ye ee 457, 000 3. 07 

as eae ts Bakes a en cab doe cnkve cous takons pakbien oe banuonwawkes 1 3, 531, 000 124.03 

Comparable costs of BPA purchase: 

Equivalent block, 149,000 ea ee ee ee ...-.. 3,353,000 22. 50 
I I: I a eis ” 1 228, 000 11.53 


1 Before taking into account assessments for benefits from upstream storage, possibly in the order of 
several hundred thousand dollars per year. 


“Notes on tables I and II 


“The comparison afforded by the two tables is presented on the basis of a 
treatment of the tax reduction which applies them entirely to reduction in annual 
power costs during the 45-year period of assumed economic life following the 
initial 5-year tax amortization period. The calculations shown segregate the 
tax reductions into a reserve treated as a reduction in net investment, so that 
the 45-year competitive costs are reduced by both the amount of the tax reduc- 
tions credited to the reserve and by the earning power (at 6 percent) of the 
reserve balance. 

“The costs of Cabinet Gorge power during the first 5 years thus get no benefit 
from the tax reductions. The competitive costs of alternative power sources 
during the last 3 years of the 5-year amortization period (1953-57) would be 
lower than Cabinet Gorge costs since Government power would probably be 
available. During the first 2 years they are highly uncertain, depending much 
upon water conditions. However, during late 1952, 1953, and 1954 the company 
(and the 5-company group with which it is associated in a financial pooling 
arrangement) gain from Cabinet Gorge the insurance of an additional power 
supply which will prevent or reduce the amount of load curtailment otherwise 
necessary in the event of low-water conditions in the Bonneville system, upon 
which the group depends for a considerable part of its normal power supply. 
At present, and until Bonneville power resources are reinforced by additional 
dams, this group buys power from Bonneville on a basis wihch is not firm, al- 
though it has priority over Bonneville interruptible industrial contracts; hence 
it is both contractually and actually subject to cutbacks 

“Future BPA power costs for firm baseload power have been taken at the 
announced 1954 rate of $22.50 per kilowatt-year. Subsequent increases are 
possible, but it is improbable that their amount or their nearness in time will 
be such as to have much effect in terms of present value on the competitive 
comparison shown. 

“Forty-seven percent normal income-tax rate is used throughout the calcula- 
tions. If 52 percent were to be used, the competitive position of Cabinet Gorge 
versus future Columbia River dams would be worse, despite the greater assistance 
from the tax amortization.” 
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Mr. Norwoop. The section from the Congressional Record is an 
insert made by Congressman Magnuson in which he publishes the 
justification memorandum of the Defense Electric Power Administra- 
tion for granting this necessity certificate to the Washington Water 
Power Co. for Cabinet Gorge. The gist of this memorandum is that 
the Washington Water Power Co. needs this subsidy in order to make 
it competitive with the Bonneville system. 

That was the basic justification for that subsidy to the company. 
It had very little to do with defense. As a matter of fact, the dam 
was well under construction when it received the subsidy. Thus the 

urpose of the second exhibit is to show the inadequate justification 
or the tax writeoff for Cabinet Gorge Dam. 

Senator Keravver. It will be printed in the record too. 

Mr. Norwoop. Mr. Chairman, for the remainder of my time, I 
would like to make two general statements. One is to run through 
with you how accelerated amortization works. 

Senator Keravuver. Tell us about this case study. 

Mr. Norwoop. This will be the case study of Cabinet Gorge Dam. 

Secondly, I will go over a chronology of events to show how this 
fitted into the program of the Washington Water Power Co. 

If you will turn to the printed document at page 2 there is a table 
called table 1. You will note that the Cabinet Gorge project was 
estimated to cost $34 million. Those costs subsequently went up 
another 50 percent but I will ignore that for the time being. The 
ae received a 65-percent amortization, which amounts to $22 
million. 

Now, on that $22 million, 52 percent is saved over the 5-year period. 
That amounts to $2 million roughly per year for 5 years, so in 
column 3 of the table below you will notice how the money accumu- 
lated to the benefit of the company. If the company did not pay it 
out to its stockholders, the benefit would remain in the company 
coffers. 

If the company paid it out to its stockholders, then you would have 
to take the further point of view of seeing how the stockholders then 
used the money. This table assumes that the company retained the 
benefits in the company and did not dissipate its alee turning it 
over to the stockholders. 

I will show subsequently, by quoting from a report by Kidder, 
Peabody & Co. that the money in fact was turned over to the 
stockholders. 

But in this table you will note that the first year $2 million of Fed- 
eral corporate income tax was set aside, was not turned into the United 
States Treasury. Then in the second year since the company is allowed 
to earn its 6-percent rate of return on that investment and is not re- 
quired to take the investment out of its rate base, it therefore 
earned a 6-percent rate of return on the Federal money which the 
company did not have to pay into the United States Treasury. 

In the very next year that amounted to $122,000 so the company 
made $122,000 in the second year on the $2 million that it did not have 
to pay into the United States Treasury in the first year. 

You then see in the third year that the company made $251,000 and 
that at the beginning of the third year, you had an accumulated 
account of $4.19 million. The first column is the cumulative ac- 
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count from previous years. It goes on, and you see how the cumu- 
lative account grows until at the end of the 40th year it amounts to 
$55,800,000. 

Senator Keravuver. What does that $55,800,000 mean now? Tell us 
again. 

3 Norwoop. Let me do it more slowly. 

In each of those first 5 years the United States Treasury did not get 
$2 million per year and the company at the beginning of the sixth 
year thereby had $11.4 million. That represented $2 million a year 
plus the 6-percent rate of return thereon. 

Now, beginning with the sixth year, if the Federal income tax 
remains the same, 52 percent, the company is then deprived of again 
depreciating property which it uas already amortized and it will 
then have to pay a slightly higher income tax by not being able to 
depreciate the property again. That gives rise to the fourth column, 
which is $290,000 and is headed, “Annual Amount Deducted From 
Earned Surplus Account.” 

So in the years from 6 through 40, the company’s $11 million fund 
keeps growing by virtue of being a substantial rate base on which 
the company can earn 6 percent and that is diminished only by this 
relatively minor charge of $290,000 a year which, over the remaining 
35-year period, repays the Federal investment. So when you come 
down to the footings, you will notice that column 3 and column 4 have 
identical footings of $10,181,000. 

This means that the Federal Government has gotten its principal 
back and that all the company has used here has been an setloek time 
loan. The loan has been repaid but without interest. 

Because the company was able to earn a 6-percent rate of return 
on the use of this money, it ended up $55 million ahead at the end 
of the 40th year. This is basically a lesson in compound interest. 

I could give you one exaggerated story to make my point, I think, 
a little clearer. . It is said that if the widow’s mite, spoken of in the 
Bible, were an Abraham Lincoln penny that had been invested at 
compound interest at 6 percent, then by the year 12 and 8 months, 
it would be 2 pennies; the end of the first century, $2.52; by the end 
of the second century it would be $625; and today it would be 
more gold than the weight of the earth. 

Now, the compound interest effect operates with great leverage when 
you have time, and what makes the Cabinet Gorge example par- 
ticularly apropos here is that it is a longer type of investment than 
was generally contemplated when Cngress wrote this section 168 
into the Revenue Code. The benefit of accelerated amortization 
magnifies in the case of a longer lived project. 

For example, if I buy an automobile and depreciate it at 20 per- 
cent a year anyway, then the further benefit of accelerated amortiza- 
tion on my automobile is zero because I have to write it off at the rate 
of 20 percent a year anyway. But on a long hydroelectric project, 
this benefit has great leverage and enables the company, through its 
right of earning a 6-percent rate of return after Federal income taxes, 
to accumulate a large sum of capital. If the company does not retain 
that capital, then its stockholders or financial manipulators have that 
right. 

Danater Keravuver. Before you go to another point, you have 
figured here the normal life of the project for depreciation purposes 
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in the absence of a rapid tax amortization in 40 years; is that correct? 

Mr. Norwoop. Yes, and that in itself is already a tremendous wind- 
fall, because that project is going to last a lot longer than 40 years. 
It is a good substantial project. 

Senator Keravuver. That is what I was going to ask you. These 
dams are becoming part of the earth and they are good for many, 
many more years than 40, aren’t they? But is 40 years what the 
Government would allow them to amortize it in, in the absence of a 
fast writeoff provision ? 

Mr. Norwoop. There are two Federal Power Commission cases 
where a hundred year depreciation period is ordered, but for the 
most part, it is up to the discretion of the company or the local State 
public service commission as to what the depreciation period will be. 
‘Under the Idaho and Washington State orders, 40 years is what was 
specified. 

Senator Keravuver. Let me ask you one other thing about this. I 
am thinking about the loss to the Government here. 

Taking your table 1, what do you figure the loss to the Govern- 
ment was in tax revenue? 

Mr. Norwoop. The loss to the Government is given in table 3 . 

Senator Keravuver. You want to come to that in regular order? 

Mr. Norwoop. I wasn’t going to use tables 2 and 3 in my oral 
testimony. They are available for the record for the students on this 
subject. 

r assumed the loss to the Government was at an average of 214 
percent interest and that when the Government recovered its principal, 
the only thing the Government was out would be the interest which 
the taxpayers have to put into the United States Treasury to carry 
that amount of principal. 

Senator Kerauver. With 214 percent interest, how much would 
that loss be? 

Mr. Norwoop. The footings under tables 2 and 3 will give you that 
relationship. Bear in mind this was written in 1953. This is a speech 
I made at the American Public Power Association convention at that 
time, and at that time the total accumulated accelerated amortization 
certificates for electric utilities alone amounted to $1.9 billion. The 
loss to the Government due to having to pay the interest on this 
amount of money was $418 million. 

Senator Keravuver. That is in table 3. 

Mr. Norwoop. Table 3 shows the $418 million which is the actual 
out-of-pocket expense to the United States Government, which is 
charged against the taxpayers. That is not the only burden on the 
rate payer, however. 

Senator Kreravuver. That is based on 214 percent interest ? 

Mr. Norwoopn. Yes, sir. 

Senator Kerauver. The interest rate now, I believe, is between 314 
and 4, isn’t it ? 

Mr. Norwoop. It is on new issues but the average for the Govern- 
ment is still well under 3 today, overall average. 

Senator Kerauver. Anyway, whatever the present Government 
interest rate is, if you take it as of today, it would be higher in propor- 
tion to the higher interest, is that correct ? 

Mr. Norwoop. Yes. Furthermore, I understand from Mr. Coch- 
ran’s study that there is about $5 billion of certificates involved in 
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the electric program today, and that would indicate that these figures 
should be multiplied by about 214 times, and would make the actual 
interest loss about $1 billion and that is over and above the extra 
money which the rate payers have to pay. 

Senator Keravuver. Will you proceed in your own way, and we will 
come back to this for questioning 

Mr. Norwoop. Yes, sir. 


Secondly, I would ‘like to sell you some Washington Water Power 
Co. stock. 


Senator Kerauver. Are you going to come to the matter of how 
much this means to the companies? 

Mr. Norwoop. Yes; I am going to do that by showing you the sales 
material which is actually used to explain this to prospective pur- 
chasers of Washington Water Power Co. stock. 

Senator Keravver. The point that I wish you would cover at this 
time, if you do not intend to cover it later, is why you show here that 
there has been a loss to the Government based upon not having use of 
this money and based upon a 21% percent interest rate. If the com- 
pany had had to go out and borrow money itself, it would not have been 
able to eet the money at 214 percent. 

I think the rate for industrial loans maybe is 4—4%4, even in some 
cases now above 414 percent, so the actual gain to the company of not 
having to borrow the money is considerably more than the loss to the 
Government, isn’t that correct ? 

Mr. Norwoon. There is one way of evaluating that. Supposing the 
companies had borrowed the money from the Government at 21% 


percent. They would then have paid in this $418 million and they 
would still be ahead. Subtract $418 million 


Senator Krravuver. That is $418,000 ? 

Mr. Norwoop. No; there are three zeros added to that. Tables 2 
and 3 are the overall program. 

Senator Keravuver. Table 2 and table 3 represent the entire pro- 

‘am ? 

Mr. Norwoop. Yes; as of 1953. I have to use this 1953 study be- 
cause at that time I spent almost 2 months’ time working all this out. 
But, you see, if the companies have to pay 21% percent interest on 
this money, which amounted to $718,950,000, shown at the bottom 
of table 3, they would have had to pay $418 million in interest, and 
in that way they would have kept the Federal Government whole, 
even with the board, as far as the actual interest on the money is 
concerned. 

But the companies, even then, because they would have been bor- 
rowing at 214 percent, but getting a 6-percent rate of return on 
their money, would have been ahead the difference between $1.9 
billion and $418 million. 

They would have been about $1.5 billion ahead, because they have 
the spread between 214 percent interest and 6 percent rate of return 
and the compound effect of that. 

Actually, they didn’t have to pay the interest to the Federal Gov- 
ernment, so the entire amount is what they accrue, amounting to 

$1.9 billion as of that time. And, as Mr. Cochran says, now it is 
closer to $5 billion. 

Senator Krravver. I am not sure that I have quite made myself 
clear yet. Would there actually have been a bigger benefit to the 
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company by virtue of the fact that they would have to pay more 
interest, if they had gone into the open market for money, than 


714 percent | 

r. Norwoop. Yes. If they had had to go into the open market, 
they would have had to pay one way or another, roughly, 6 percent. 
In other words, they would be even with the board, earning 6 per- 
cent and paying out 6 percent. 

. Now they borrow half of their money normally at from 3 to 4 
percent interest and they borrow maybe 10 or 15 percent as preferred 
stock at perhaps 5 percent interest. Then perhaps the last 25 or 35 
percent of their capital comes from the sale of common stock where 
the rate of return has to be from 8 to 12 percent. 

Those 3 different rates of return—interest on the bonds, the pre- 
ferred dividends, and the common dividends—average out to about a 
6-percent rate of return; so if they had to borrow in the private 
markets,’ they would be even with the board and would be earning a 
6-percent rate of return and would, roughly, be paying that out. 

So, as against that, they are getting interest-free money and yet 
have the ‘same privilege of earning a 6-percent rate of return on it. 
This was condemned as long ago as 1942 in the Healy Report. 

Senator Kerauver. Excuse me for 1 more minute. This table that 
you have given us, as of what date or dates do they reflect the figures 
thiat.you have presented here ? 

Mr. Norwoop. Table 2 and table 3 were based on the 592 electric 
projects totaling $3.6 billion which had been certified up to March 
24, 1953: This is covered in the text. 

Senator Kerauver. You don’t have the figures from 1953 up to the 
present # 

Mr. Norwoop. No, sir.. Mr. Cochran worked all that out, and I 
didn’t wish to duplicate his efforts. 

Senator Carrot. Mr. Chairman, may I interrupt? 

Senator Krravuver. Yes, Senator Carroll. 

Senator Carrotu. I am completely lost. I followed you well on 
table 1. That had to do with a return of 6 percent on invested capital, 
is that right ? 

Mr. Norwoop. But the capital that we are discussing there is the 
Federal income tax that the company did not have to pay into the 
United States Treasury. That is the source of the capital which we 
are discussing in table 1. 

Senator Carroty. Now let’s go over to table 2. This has to do with 
special earned-surplus account. Will you explain that to me so I will 
follow you? I want to follow very carefully what you are saying 
here. It isa little difficult for me. 

Mr. Norwoop. All right,sir. Table 2 is table 1 applied to the coun- 
try asa whole. You understand table 1 is a special case study of the 
Cabinet Gorge Dam worked out in detail. Table 2 is the same thing, 
but it is spread across the country as a whole where $3.6 billion of 
certificates is involved as of 1953. 

There is also one basic difference between table 2 and table 1. The 
Cabinet Gorge Dam is on a 40-year life, but because of the numerous 
transmission lines and steam plants and other short-term life proj- 
ects; table 2 is only a 30-year basis, so the effect is not quite as large. 
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Senator Carroiu. I am not so concerned for myself. What I am 
trying to do is get the basic concept fixed in my mind about this special 
earned-surplus account. What does that mean? 

Mr. Norwoop. I think I can pick that up better when I get into this 
Kidder, Peabody report, which, I think, I can come back to. ; 

Senator Carrott. Then you made some reference over here to table 
8. You used the term “the deferred amount.” Those are very tech- 
nical and, speaking for myself, I don’t comprehend them at all. In 
order to comprehend your tables, you will have to put that into terms 
so simple that even I can understand it, and it might help the record, 

Mr. Norwoop. All right, sir. Let’s take table 2 and run through 
that. The source of capital is given in the third column. It is $143 
million in each of those first 5 years. That is money that was not 
turned into the United States eae that would normally have 
been collected as income tax. 

Senator Carrotu. Let me interrupt you right there. You are using 
as a base, are you, this $3,692 million ? 

Mr. Norwoop. $3,600 million, of which the percentage which is sub- 
ject to amortization gives us $1.6 billion. 

Senator Carrot. I understand now. 

Mr. Norwoop. Then divide that into 5 parts and it amounts to $331 
million a year. Then we subtract from. that what the depreciation 
would otherwise be, which is $55 million a year, which gives us $276 
million a year, upon which the 52-percent Federal tax would apply, 
and that gives us $143 million that the United States Government 
actually does not get. 

Senator Carrotu. I follow you now. I am with you up to this 

oint. 
Mr. Norwoop. Then, in the second year on this $143 million, you 
get a 6 percent rate of return. That amounts to $8.6 million and 
shows up in the second column. That $8.6 million, plus another $143 
million, is then added up to give us the first column of the third year, 
3296 million. Then in that third year we pick up another $17 million 
due to the 6 percent rate of return. 

We pick up another $143 million of new capital that we didn’t have 
to pay into the Treasury, so we go into the fourth year with $457 mil- 
lion of capital account deferred. This is all deferred so far, and it is 
deferred through the end of the fifth year, reaching, at the beginning 
of the sixth year, $810 million. In the sixth year, you also get a 6 
pera rate of return on that $810 million, amounting to $48 million. 

ut then you have to begin returning this. deferred account. The 
deferred account, in effect, refers to the depreciation. 

Senator Carro.i. Say that again, please. 

Mr. Norwoop. The deferred account refers to the depreciation that 
you in effect have already taken as accelerated amortization, and can- 
not take in the subsequent years, so it is the taking away of a 
negative. That is what makes it difficult to understand. 

You would normally be able to take more depreciation in the sixth 
year than you now can take, and, as a result of that, in the sixth year 
you have to pay in $28 million more in Federal income taxes and 
thus you begin repaying the deferred taxes or deferred account, but 
that is peanuts because you are going to get $48 million on the 
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rate of return on the accumulated benefits, so the rate of return on 
this benefit in the sixth year is $19,875,000 greater than the amount 
that you have to pay back that year. The accumulated gain is 
shown in the first column and the annual incremental gain is shown 
in the last column. So, despite that return of Federal income tax, 
the electric companies will be financially ahead even after repaying 
the deferred taxes. At the bottom of table 2, the footing for 
column 3 represents the deferred taxes and column 4 shows the 
utimate repaying of the deferred taxes until the footing for column 
4 equals column 3 and the entire interest-free loan has been repaid. 

The electric companies will still have left a benefit of $1.9 billion, 
because they will have had the use of all this money interest free 
and have been able to get a 6 percent rate of return compounded. 

Senator Carroty. Let me interrupt you right here and turn this 
around a little bit to see if I understand it. What we have got here 
is the total estimated cost of a certain number of projects, 592, which 
have received a fast tax writeoff of $3.6 billion. This is in round 
figures. 

Mr. Norwoop. Yes, sir. 

Senator Carroiu. Now, as a result of that fast tax writeoff, the 30- 
year period, the 5-year writeoff, at a 52-percent Federal tax, what you 
are saying is that in that 5-year period in your first column, you have 
accumulated in this special earned-surplus account, going into the 
sixth year, $810 million. 

Mr. Norwoop. No; I would use the footing at the bottom of the 
third column. In other words, the United States Treasury actually 
did not get $718.9 million. 

Senator Carrotu. Yes. 

Mr. Norwoop. The 810 figure already includes a rate of return. 

Senator Carrott. Thank you very much. I didn’t mean to inter- 


rupt. 

Dienst Keravver. I am glad you made it clearer, Senator Carroll. 

Senator Carro.u. I understand it now. 

Mr. Norwoop. Mr. Chairman, I would like to present to you about 
two paragraphs from a report made about the Washington Water 
Power Co.’s stock. This report is issued by Kidder, Peabody & Co., 
and consists primarily of a report by W. C. Gilman & Co., an engineer- 
ing firm, submitted to Kidder, Peabody. The date of the report is 
February 23, 1955. The purpose of this report is to say that the 
Washington Water Power stock is good stuff to buy. At the bottom of 
page 2, I will read a paragraph: 

Through the utilization of accelerated amortization of 65 percent of the 
depreciable cost of that project— 
meaning Cabinet Gorge Dam— 


the company will have substantial income-tax deferments in the 5-year period 
1953 to 1957. These tax deferments produce important benefits to the common 
stockholders in the form of substantial tax-free dividends for several years, as 
well as an increase in the common equity ratio as discussed in a later section 
of this report. 

The report then goes on to point out that under the order of the 
Washington Public Service Commission, which Mr. Jerome Kuyken- 
dall at that time was chairman of, in March 1953, the Washington 
commission issued an order prescribing the form of accounting to be 
utilized by the company for the deferred tax. 
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Under that order, the company’s income account is to reflect the 
normal amount of Federal income taxes which would have had to 
be paid. Instead of this money going into the United States Treas- 
ury, it goes into a deferred-tax account and is available for the 
company to use as capital. 

I will summarize the rest here. It says that during 1953 the com- 
pany did not have to pay into the United States Treasury $2.3 million ; 
in 1954, $2.6 million, so that for those 2 years the company accumu- 
lated $5.2 million in this capital account. Then this significant state- 
ment I would like to quote carefully. This refers to the last two 
dividends issued just before this brochure was issued : 

The 40-cent quarterly dividends paid on September 15 and December 15, 1953, 
were determined by company tax counsel to be 87.24 percent, a return of capital 
(34.896 cents per dividend) or a total of 69.79 cents paid in 1953 may be con- 
sidered not taxable. Similarly each of the 4 quarterly dividends paid in 1954 
were determined to be 86.8 percent not taxable as dividend income. Of $1.625 
paid in 1954, $1.415 may be considered not taxable. 

Senator Kerauver. What company is that? 

Mr. Norwoop. This is the Washington Water Power Co. which 
refers to the Cabinet Gorge project which is referred to in my ex- 
hibit 1. 

Senator Keravver. Not for the purpose of printing it in the record, 
but for the purpose of our committee study, do you have another copy 
of that financial report ? 

Mr. Norwoop. I would be very happy to let you have our file copy. 

Senator Keravuver. We will make that an exhibit but only such parts 
as are pertinent will be printed in the record. 

Mr. Layton. Does the report that you are reading—Kidder, Pea- 
body—explain as to the portion of the disbursement which was tax free 
to the stockholder; does that report relate that amount back to the 
fast depreciation of funds? 

Mr. Norwoop. Yes, very clearly. It clearly does so under the head- 
ing “Cabinet Gorge.” That is a subheading at that point in the record. 

Senator Kerauver. Then the dividend receivers, or I suppose you 
would call them 

Mr. Norwoop. Stockholders. 

Senator Keravuver. Stockholders, the ones who have got the capital 
return, would deduct from their income-tax liability the amount that 
was a capital return. 

Mr. Norwoop. I presume they would report it as capital gain, but 
I don’t know if they even have to do that. 

Mr. Layton. The return of capital. 

Senator Keravuver. On which they would not have to pay any 
income tax at all. 

Mr. Norwoop. It is just a gift from Uncle Sam, apparently. 

Senator Keravver. All right, sir, proceed. 

Mr. Norwoop. Mr. Chairman, I would like to turn to a chronology 
of events which is on page 5 of my written statement to indicate the 
perspective in which this accelerated amortization in the case of the 
Cabinet Gorge project has operated for the Washington Water Power 
Co. 

May I say that the project was under construction before this table 
begins in February 1953 when the Washington Water Power Co. 
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received its certificate. This certificate was found to be too low because 
the costs of construction went up roughly 50 percent from the com- 
pany’s earlier estimates, so on July 24, 1952, the company received a 
larger certificate ; namely, 65 percent of $46 million. 

he company was in a turmoil, in a bitter fight with the owner 
company, the American Power & Light Co., and by virtue of this 
accelerated amortization, was able to get out from under the American 
Power & Light Co., which company on August 21 sold its Washington 
Water Power Co. stock, in effect declaring it as a stock dividend and 
distributing it to its own stockholders. That thereby made the Wash- 
ington Water Power Co. an independent company. 

‘At the end of that year, Cabinet Gorge project went on the line, 
the first generator in September 1952, the last generator August 1953. 

This greatly strengthened position "enabled the company to make a 
very strong attack on a neighboring utility, the Puget Sound Power 
& Light Co. and very nearly enabled Washington Water Power Co. to 
acquire the Puget Sound Power & Light Co., and it was only a very 
determined political opposition that resisted the Washington Water 
Power Co. and prevented that merger. 

In other cases, the Pacific Power & Light Co. was able to use 
its accelerated amortization at Yale Dam as one of the basic financial 
strengths through which and by which it was facilitated in acquiring 
Mountain State Power Co. in Oregon and Montana and the small 
utility that it purchased in Wyoming. 

Senator Keravver. That is a point that this committee is particu- 
larly interested in, the use of the subsidy for rapid tax amortization 
benefit for the pur pose of buying out other companies and increasing 
concentration or ownership in fewer hands. 

Mr. Norwoop. I think myself that this is the more important part 
of my testimony. For example, we were greatly surprised when 
the Washington Water Power Co. on October 1, 1952, was able to 
sell $30 million in debentures, 30-year bonds at 314 percent interest 
when most private utilities around the country had to pay much higher 
rates. 

It is also interesting that the Idaho Power Co. was able to sell its 
recent $40 million bank borrowing—of course, I assume that they sold 
that under the assumption that the announcement which was made 
a day later was known within the financial circles—the announcement 
a day later was that this certificate had been granted by the Office of 
Defense Mobilization, and it would be interesting to determine how 
come the banking community so obviously knew that the day before 
the public knew it. 

This is another case where I would very strongly suspect that 
inside information about to be announced by a Government agency is 
known first by Wall Street and then the public picks it up several 
days later, and the information is used for manipulation purposes. 
I think that is one of the peculiar points that should be picked up 
with respect to this ODM certificate. 

Mr. Layron. Would you state for the record what, if anything, 
there is in your mind as to the timing of the granting of this tax write- 
off on one di vy and then the following day, I ‘believe it is, that they sel} 
this $40 million? Do you think that facilitated the placement of the 
$40 million debentures? 

Mr. Norwoop. I think it greatly facilitated it. 
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Mr. Layton. In what respect? How? Would you spell that out 
for us, please? 

Mr. Norwoop. I would say that the $40 million would have been 
unmarketable, completely unmarketable without it. 

Mr. Layton. In other words, are you telling us that the purchasers 
there looked to the additional cash flow coming from accelerated 
amortization to take care of those debentures, if necessary ¢ 

Mr. Norwoop. I think the purchasers knew that the benefit from the 
accelerated amortization :was.so great that the dam was just an excuse 
for the benefit, and the dam itself was a minor incident in the 
transaction. 

That is the point of my table 1 on accelerated amortization, because 
the benefit at the end of the 40th year amounts to more than the entire 
cost of the dam. 


Mr. Layton. They were looking at the first column in essence, of 
your table 1, is that correct ? 


Mr. Norwoop. That is what I would look at if I were to buy the 
common stock of this company. 

Mr. Layron. One more question, please, going back to those three 
tables there, so we may be straightened out. Table 1 is the calcula- 
tion with respect to the company on that particular Cabinet Gorge 
Dam of Washington Water Power. You do not have a table which 
shows the effect on the treasury of that particular company, but 
rather the Washington Power Co. is lumped together with the 
others in table 2 and the effect on the Government is lumped in with 
the others in table 3. 

In other words, could you not make a similar table, that is, a table 
like 3, having to do only, however, with the effect on the Treasury 
of the Washington Water Power Co. ¢ 

Mr. Norwoop. I was going to construct that table for you, quali- 
fying it by noting that tables 2 and 3 are on a 30-year basis and 
therefore understate the case. 

Mr. Layron. On an aggregate basis, do table 2 and table 3 in- 
clude the Washington Water Power Co. among others? 

Mr. Norwoop. Yes. 

Senator Kerauver. You will construct a table showing the loss to 
the Treasury ? 

Mr. Norwoop. I intend to do so right now. In other words, I want 
to suggest that the relationship of the 418 million in table 3 to 1.9 
billion in table 2 is a fairly reasonable ratio to use, which is about 
one-fifth, so one-fifth of the $55 million, going back to table 1, is 
about $11 million. 

I would say that the United States Treasury would be out at least 
$11 million of interest at 214 percent by virtue of the Cabinet Gorge 
operation, except that Cabinet Gorge costs have gone up 50 percent, 
so that a closer figure would be $15 million or $16 million. 

So summarizing the United States Treasury’s out-of-pocket cost 
would be at least $16 million in the case of the Cabinet Gorge project. 

Senator Kerauver. Now, sir, before you proceed with something 
else, will you recite again and give the dates of the acquisitions by the 
Washington Water Power Co., which you think they were enable 
to acquire or had a substantial influence, by virtue of the rapid tax 
amortization, and Portland General Electric ? 
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Mr. Norwoop. Yes. In the first place, I would say that the market 
was fully aware of the rapid accelerated amortization value to the 
Washington Water Power Co., by October 1, 1952, when these $30 
million in bonds were sold. 

It takes a while for the market to get the word. By that time the 
market had the word. The American Power & Light Co. had already 
been forced to distribute the Washington Water Power Co.’s stock. 
That accomplished another one of the objectives of the management. 

Mr. Cutrrorp. This was a subholding company of Electric Bond 
& Share? 

Mr. Norwoop. Yes, this was the second layer and the Washington 
Water Power Co. was an operating unit. 

Then when the Washington Public Service Commission in March 
1953 announced that the benefits from accelerated amortization were 
to go to the stockholders and not to the consumers, then the com- 
pany’s position was still more improved. 

Then when the Federal Power Commission later that year in 
December 1953 issued the same order blanketing the Nation, there 
was a further strengthening of the company’s position, and that the 
entire benefits could go to the stockholders. 

Then I would say that it may not have been the desire of manage- 
ment, but it was the desire of the financial interests to force that 
money out of the company just as fast as it could be forced out, and 
that 1s why an 87 percent pay-out of this capital, so that when the 
companies today claim that they are not getting so much benefit from 
their accelerated amortization, there may be considerable truth to 
their claim, and that the real benefit is not going to the companies, 
but to the financial interests that are milking these properties. 

It is interesting to note the comment that Mr. Charles Smith, for- 
merly Chief of the Federal Power Commission Accounting Depart- 
ment, made, who speculates on what are these companies going to do 
after their stockholders are accustomed to this high rate of return 
due to this paying out of this capital and the companies no longer have 
this privilege available. 

This may be a very serious financial problem to the companies and 
may actually force them to go to rate increases to maintain their posi- 
tion inthe market. That is speculative. 

Senator Kerauver. A few minutes ago you listed some acquisitions 
that you thought they were able to make by virtue of the benefits 
they got. 

Mr. Norwoop. We noticed that late in 1953 the Washington Water 
Power Co. began putting more and more pressure on the cooperatives 
and public utilities districts of the State of Washington. The com- 
pany was beginning to feel its oats. 

That company was spending considerable money throughout the 
area in advertising and finally succeeded by the end of 1955 in pur- 
chasing the Stevens County Public Utility District. 

Senator Keravver. Is that in Washington ? 

Mr. Norwoop. That is in the State of Washington in the northeast 
corner, and they paid $2.9 million for the public utility district prop- 
erties. 

I would like to relate that $2.9 million to 1 year’s benefits from 
Cabinet George Dam. The cost of the entire Stevens County Public 
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Utility District is just 1 year’s benefit from accelerated amortization. 
At that rate the company could have purchased five Stevens PUD’s 
and had the complete payment taken care of by the United States 
Treasury, and the company would merely add that property to their 
earning assets and then could continue to claim a 6-percent rate of 
return on the new property. 

So public power is under a terrific pressure from this kind of a 
company armed with special tax-free money. This is a terrific club 
which the company can wield against us and has wielded against us. 

We also felt that the Portland General Electric Co. in buying out 
the Sandy Cooperative, it was called Sandy Coop, at a cost of a little 
over $1 million, again approximating the annual benefit which PEG 
was getting from accelerated amortization; so this whole thing puts 
a tremendous financial club in the hands of these companies which 
they have not used in the public interest, and have not necessarily used 
in the interest of their stockholders. 

I would like to reemphasize that this fast tax writeoff results 
in double tax dodging. It is a tax dodge in the first place and then 
when the stockholders receive the benefits, they are not required to 
treat it as income. 

Another effect of having all this money to play with is the tendency 
of these companies to spend tremendous amounts of money on lobby- 
ing, on political activity, and on propaganda. This is a subject that 
the Federal Power Commission investigated in 1940, a hearing with 
over 2,500 pages, hundreds of exhibits, which disclosed that they had 
secret publicists on their payroll and spent over $1 million year 
in fighting public power. 

I would say that opinion No. 59 which the Federal Power Com- 
mission issued in 1940, in which the Federal Power Commission greatly 
deplored the activities of these companies, is an activity which con- 
tinues today, and therefore there is nothing new or old about opinion 
59 and, Mr. Chairman, I would like to submit this opinion because it 
summarizes so well the propaganda and lobbying activities of the 
companies, that you may wish to have it in the record, or at least in 
the committee file. 

It is a more up-to-date summary of their practices than the old 
Federal Trade Commission hearings of 1927 and 1935, and these 
practices are continuing on today. 

Senator Kerauver. Very well. How long is that opinion ? 

Mr. Norwoop. About 13 pages. 

Senator Krrauver. Let it be printed in the appendix of the record. 

(The document referred to will be found in the appendix of the 
record on page 945.) 

Mr. Norwoop. Mr. Chairman, I would like to submit for the com- 
mittee file a letter submitted by the Northwest Public Power Asso- 
ciation to the Federal Power Commission on March 2, 1953, in which 
we recommended to the Commission that they pass on the benefits of 
accelerated amortization to the consumers and not to the stockholders. 

The Commission ruled on this on December 3, 1953, against us. 
May I suggest to the chairman that one of the attorneys within the 
Federal Power Commission agreed with us. His name was Francis 
Walsh. He lost his job. 

Senator Krrauver. Amplify that a little bit. He was one of the 
attorneys who agreed with you about that ? 
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Mr. Norwoop. Mr. Francis Walsh agreed that the benefits from ac- 
celerated amortization should be passed on to the consumers and should 
not be passed on to the stockholders, and he didn’t last very much 
longer with the Commission. 

Senator Kerauver. How did you have the issue presented there, and 

what was the ruling on it ? 
' Mr. Norwoop. The ruling was docket R-126, which was a rule- 
making procedure instituted by the Commission to determine the ac- 
counting disposition of this accelerated amortization problem, and 
when the ruling was handed down on December 3, 1953, it was found 
to be in favor of the stockholders and against the consumers. 

Senator Keravver. Did the Federal Power Commission hold in 
that ruling that the benefits need not be passed on to the consumer, 
that they could be passed on to the stockholders? 

Mr. Norwoop. Yes. I have the ruling here, sir. I don’t think 
this includes the minority opinion of Mr. Doty. 

' Senator Keravuver. Was this the opinion that we were referring to 
a little while ago? 

Mr. Norwoop. Yes, sir. I should think that both of them would be 
very helpful in the record because they are not published in any 
other place very conveniently. I happen to have a copy of the major- 
ity opinion from Public Utilities Fortnightly. 

Senator Keravver. I will direct the staff to get the majority and 
minority opinion and see that they are printed in the appendix of 
the record. 

(The opinion referred to will be found in the appendix on 
page 1021.) 

Mr. Norwoop. Mr. Chairman, by way of summarizing, I would like 
to go back to a report which was submitted by Mr. Robert E. Healy, 
J eked Healy, who was then Chairman of the Securities and Exchange 
Commission. This report was presented to the convention of the 
National Association of Railroad and Utilities Commissioners on 
November 10, 11, and 12, 1942. 

This is particularly the report of the committee on corporate finance 
and in this report referring to the much more limited fast tax writeoff 
during the early parts of World War II, Mr. Healey recommended 
that when such utility property is amortized, it should be removed 
from the rate base, and thereby the consumer would automatically 
get the benefit because the consumer would not have to pay a 6-percent 
rate of return on rate base which was in effect contributed by the 
Federal Government. 

Senator Krerauver. Do you have a copy of Mr. Healy’s report? 

Mr. Norwoop. I do not, sir. I merely have the reference here. This 
is quite a public document. 

The proceedings of the National Association of Railroad and 
Utilities Commissioners are published in book form. There are 
about 4 or 5 hundred pages, and it is a standard book widely avail- 
able in law libraries. 

Senator Keravver. I think it would be of interest if the staff would 
get the brief pertinent parts of Mr. Healy’s report printed in the 
appendix. 

Mr. Cutrrorp. What is the citation ? 
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Mr. Norwoon. I do recall this was printed as a separate volume. It 
is a part of the proceedings of the 54th annual convention at St. Louis 
of the NARUC and the report is from pages 271 to 294, and is entitled 
“Public Utility Financing in Wartime.” 

Mr. Currrorp. That is 1942? 

Mr. Norwoop. Yes, sir. 

(The material referred to may be found in the files of the sub- 
committee. ) 

Senator Kerauver. Anything else, Mr. Norwood ? 

Mr. Norwoop. Based on the lessons of Cabinet Gorge, we think 
we in the Pacific Northwest will be best relieved in the short run 
if another case like this were not permitted to go to its full run 
operation in the case of Brownlee and the Ox Bow projects. These 
are two projects that involve a much larger amount of capital 
than we had in the case of Cabinet Gorge Dam. 

We think that the accelerated amortization with respect to those 
projects is the most important thing about the project. It is more 
important than the dam themselves and will strengthen the companies 
more than the dams themselves will, and that the dam is merely an 
excuse, merely a peg on which to hang this financial bonanza which 
will greatly strengthen the monopoly which the Idaho Power Co. has 
in its area. 

I don’t think the people in that area will obtain the benefit from 
this project. It is primarily for the benefit of stockholders and 
financial manipulators who would, as in the case of the Washington 
Water Power Co., force a quick pay out of these benefits for immedi- 
ate profits. 

Thank you very much. 

Senator Keravver. Senator Carroll has a question to ask. 

Senator Carrotu. Just 1 or 2 questions. I am again trying to 
simplify this to see if I understand it. The private utilities are 
operating by a franchise and therefore their rate of return is fixed 
by law normally. Would you say on your computations table 1 is a 
6-percent return ? 

Mr. Norwoop. Six percent is an assumption on my part. They are 
normally assured a minimum rate of return. There is no ceiling. 

Senator Carrotn. The next ee Therefore, the dollars that 
are collected by the private utility power companies come from the 
people who use the electricity, and those dollars are used to pay taxes. 
In this fast tax writeoff, those dollars are withheld from the Treasury 
of the United States as deferred taxes; am I right to that point? 

Mr. Norwoop. That’s right, sir. 

Senator Carroti. The company then has this money, these deferred 
taxes and these funds are interest-free loans, am I right up to that 

oint ? 
F Mr. Norwoop. Yes, sir. 

Senator Carrott. The power company therefore uses this interest- 
free loan money, and earns 6 percent and can reinvest this money at 
6 percent. 

{r. Norwoop. Compounded. 

Senator Carroti. And then on top of that it is compounded through 

the years; am I right up to that point? 
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Mr. Norwoop. If the principal is allowed to remain in the company 
and if the financial operators do not milk the company. 

Senator Carrot. Let’s assume that it remains in the company. 
Is that the term that you call invested capital ? 

Mr. Norwoop. It really makes no ditference because the financial 
interests getting the money can still reinvest it and compound it on 
their own, for the same effect is achieved. 

Senator Carroty. Let’s not confuse this. The money is staying 
in the fund. 

Mr. Norwoop. Yes, sir. 

Senator Carrot. It is getting 6 percent return from its investment 
and it is compounded too. 

Mr. Norwoop. That’s right, sir. 

Senator Carrotu. This is the real question Iam coming to. There- 
fore, the compounded value of the 6 percent earnings on these interest- 
free loans, is this the subsidy of which you are speaking? 

Mr. Norwoop. I am pausing-because there are two subsidies that 
are accumulated in this $55 million figure at the bottom of table 1. 
The first subsidy is from the United States taxpayer by making the 
money available interest free. If that subsidy were excluded and the 
Washington Water Power paid its 21% percent interest on that money, 
then the company would have paid into the United States Treasury 
perhaps $11 million or so of interest on that money, so the first subsidy 
is due to the interest-free element. That is about $11 million. 

Senator Carrotz. I would like to confine this question just to the 
interest-free concept. As I understand your table 1, based on this 
investment which is subject to rapid amortization, $22 million in 
round figures, and your conclusion as I take a look at this table is 
that as a result of this interest, it being compounded over a 40-year 
period, gives a return in round figures of $55 million. 

Mr. Norwoop. Yes, sir. 

Senator Carrot. So that is really the subsidy then, isn’t it? 

Mr. Norwoop. That is the subsidy. I would merely like to add 
that it rests on two sources. The first source is that the company 
did not have to pay interest on the Federal money, and that is about 
$11 million or one-fifth of it, and the other source was an unwar- 
ranted charge upon consumers on the rate base which the company 
did not have to provide, and that is about $44 million. 

Now let’s suppose for a minute that Judge Healy’s recommendation 
was carried out. What would happen to table 1? In that event you 
would merely subtract or delete the first two columns of table 1 and 
the company would operate with column 3 and column 4. 

Senator Carrotu. I want to get this clear in the record because 
there is bound to be a great deal of confusion, and I have heard dis- 
cussions among Members of the Senate. If we can nail this down to 
a simple explanation, at least on table 1, perhaps we will understand 
these more complicated tables later on. 

For example, Mr. Chairman, in my own State of Colorado, I have 
a report which I will not offer in the record at this time because I 
want to examine it more thoroughly, that over a period of perhaps 
a year or two I see a fast tax writeoff in the approximate sum of $25 
million. If I were to relate that to the table 1 which has been pre- 
sented here, that would indicate to me also a sort of a subsidy of 
almost $55 to $60 million and that is why I want to study it further. 
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I am just thinking now in terms of interest or the interest-free loan, 
and the 6 percent effect compounded. The question of what would 
happen to the consumers, if it were applied differently, I think is 
another question which I will have to go into very carefully. 

I thank you very much. You have been very helpful. 

Mr. Norwoop. I would say this with respect to this bill that was 
introduced the other day, S. 2113, that section 5 of that bill certainly 
seems to take care of this problem and that is the second recom- 
mendation which we make in our testimony, which is that the benefits 
which have been given should be passed on to the consumer and should 
not be the basis for windfall profits to financiers. 

Senator Krerauver. Mr, Norwood, in some jurisdictions there are 
laws against usury but the law is not strict as to the rate of interest 
that may be charged for credit on goods and high interest rates may 
be charged. Some companies are alleged to sell the goods on credit 
so that:they can charge higher interest rates. 

You say that the amortization is more important in some cases here 
than the dams that have been built. In the cases you have described, 
do you see an analogy in that ? 

Mr. Norwoop. It may be little bit rough, but is is something like 
the dowry. You take the girl incidentally to get the dowry. These 
companies are obviously marrying the girl for her money. 

Senator Krravuver. Then by way of summary, is this what it comes 
down to in connection with rapid amortization : 

1. It enables the company to charge itself a higher deduction per 
year for 5 years than it would otherwise do. That is the first point, 
isn’t it, for tax purposes ? 

Mr. Norwoop. The company collects what it would normally pay to 
the United States Treasury ie it does not pay it into the United 
States Treasury. The company’s operation is the same. 

It collects the normal amount of money from its consumers on the 
assumption that it would have paid half of its profits in as income 
taxes. In the case of the Washington Water Power Co., the first year 
that was 3.2 million in taxes but $2.3 million was withheld. 

Senator Keravuver. So this enables the company to show an annual 
higher net profit for those 5 years than it could otherwise do without 
rapid amortization ? 

Mr. Norwoop. No. Say the Washington Water Power Co. roughly 
made $6 million net income, half of which it would have to pay as 
income tax, about $3 million taxes, but it did not pay those taxes. It 
kept about 2.3 million, and put it in a reserve fund. 

Senator Kerauver. That is what I was trying tosay. That enables 
it then to use this fund for investment upon which it gets 6 percent 
compounded as a minimum. 

Mr. Norwoop. Right, or buy out a public utility district or some- 
thing on that order. 

Senator Kerauver. And to extend its influence by buying out other 
companies as you have related here. 

Mr. Norwoop. Yes, sir. 

Senator Kreravver. Ail right. 

Does anybody else have any questions ? 

Senator Carrotut. Mr. Chairman, just one further question here. I 
think the chairman has been very helpful here. Again, for this 
record, just one further observation. 
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Again referring to table 1, I use the term “deferred taxes.” The 
money that should have been paid to the United States Treasury 
under your table, under 2, was $2,036,239. 

Mr. Norwoop. Yes, sir. 

Senator Carroti. That should have been paid. It was not paid by 
virtue of the fast tax writeoff. 

Mr. Norwoop. That is correct, sir. 

Senator Carroti. Therefore, they a 6 percent against that. 
money that gave $122,174, isn’t that right 

Mr. Norwoop. That is correct, sir. 

Senator Carroxy. So, therefore, the Federal Government did not 
get $2 million that it was entitled to get under the normal procedure. 

Mr. Norwoop. Yes, sir. 

Senator Carroiu. And it is borrowing money as it must do at now 3 
and 314 percent, it lost that interest rate and the public utility took 
advantage of that interest-free loan to build up this enormous sum 
that you have set forth in table 1. 

Mr. Norwoop. Yes, sir. 

Mr. Bram. Might I ask a question, Senator? 

From an economic point of view, how would you regard this 
money made available to the company through the rapid amortization 
operation which you have outlined here? 

It would not be risk capital certainly, would it? It wouldn’t be a 
loan. It wouldn’t be credit. What form of extension of funds would 
it fall under? 

Mr. Norwoop. Certainly it would be analogous to the land grants 
that were made to the railroads in order to get the railroads to stretch 
across the country. That would be one analogy. 

It would be like the grants which have been made to the shippin 
companies to keep up the commerce. I think those are two tenlest 
analogies. There may be others. 

Mr. Buiatr. In other words, what you are saying is that it would 
represent in effect a governmental interest-free grant as, in effect, an 
inducement to the company to undertake a project which otherwise it 
might not undertake. 

Mr. Norwoop. It would certainly be a grant except there is this 
slight difference. When we subsidize the airmail contracts and the 
shipping contracts, those subsidies normally go through the appro- 
priation process and you can see them. 

But this is done by enabling people to avoid the paying of taxes 
and that avoids the political chore of having to get money out of the 
United States Treasury. 

This money is stopped before it goes into the Treasury, and in that 
sense other questions are raised as to whether it doesn’t violate the 
Constitution since only Congress can make appropriations. Here an 
appropriation is made by stopping the money from getting into the 
United States Treasury in the first place. 

Mr. Buarr. So that just as the land granted to the railroads appre- 
ciated in value with the increasing settlement of the West, so also does 
this fund, whatever it may be designated as, appreciate in value 
through the operation of compound interest. 

Mr. Norwoop. And so, also adding to your statement and concur- 
ring with your statement, in addition the railroads achieved a tremen- 
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dous economic and political and monopolistic power by virtue of those 
land ownerships in the West. 

Mr. Briar. Thank you. 

Senator Kerauver. Mr. Chumbris? 

Mr. Cuumpnris. I have no questions. 

Senator Keravuver. I think this has been a very useful session, and 
it has been an educational one. I am sure it will be of great interest 
to the Members of the Congress considering this problem, and to the 
public generally. 

We will stand in recess until Tuesday at 2. 

(Thereupon the committee adjourned, at 4:55 p. m., to reconvene 
on Tuesday, May 21, 1957 at 10: 30 a. m.) 
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TUESDAY, MAY 21, 1957 





Untrep Srates SENATE, 
SUBCOMMITTEE ON ANTITRUST AND 
Monopo.y oF THE COMMITTEE ON THE J UDICIARY, 
Washington, D.C. 

The subcommittee met, pursuant to notice, at 10:35 a. m., in the 
caucus room, Senate Office Building, Senator Estes Kefauver pre- 
siding. 

Present: Senators Kefauver (chairman) and O’Mahoney. 

Also present: Carlile Bolton-Smith, counsel to Senator Wiley; 
Peter Chumbris, counsel for the minority; Philip Layton and George 
Clifford, attorneys; Tom Collins, professional staff of Judiciary Com- 
mittee. 

Senator Krravuver. The committee will come to order. Mr. Radin 
was scheduled to testify last Friday, but because we had to hear out- 
of-town witnesses, he agreed to defer his testimony until a later time. 
So we have set aside this morning for Mr. Radin, and for Mr. Ship- 
man, representing the National Farmers Union. Mr. Radin is speak- 
ing for the American Public Power Association. 

Mr. Radin, we will be glad to hear you now. 

Mr. Rapin. Thank you very much, Senator. 


STATEMENT OF ALEX RADIN, GENERAL MANAGER, AMERICAN 
PUBLIC POWER ASSOCIATION 


Mr. Raprn. My name is Alex Radin. I am general manager of 
the American Public Power Association, 1025 Connecticut Avenue 
NW., Washington, D. C. The American Public Power Association 
is a national trade organization which represents more than 800 local 
publicly owned electric utilities in 40 States, Alaska, and Puerto 
Rico. 

I am pleased to have this opportunity of presenting the views of 
the association on the accelerated amortization program because we 
believe that a fundamental issue posed by the operation of this pro- 
gram in the electric utility field is one within the purview of this sub- 
committee, namely, monopoly. 

It is our understanding that the Congress, in enacting section 124A 
of the Internal Revenue Act of 1951 and section 168 of the act of 1954 
intended to provide an incentive to industry for the construction of 
defense facilities. As we read the record of this program, we find no 
evidence that all or even a major portion of the electric utility proj- 
ects assisted by grants of certificates of necessity were constructed 
primarily for defense purposes. Nor does any incentive seem to have 
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been necessary since it appears that most of the projects aided by 
this program had to be constructed to meet the electric-energy re- 

uirements of power-company consumers, quite apart from considera- 
tions either of tax benefits or national defense. 

What this program has done, in our opinion, is provide Federal 
subsidies to private monopoly in the electric utility industry. This 
is poor fiscal policy hardly calculated to aid the national defense, and 
ultimately could have serious repereussions for all electric consumers. 
_ Certificates of necessity for rapid amortization for tax purposes 
issued to electric utilities by the Office of Defense Mobilization have 
been found by the Federal Power Commission to have “the precise 
effect of a grant by our Government to a certificate holder of an 
intrest-free loan.” That is opinion No. 264, issued December 1953. 

Senator Kerauver. Mr. Radin, do you object to questions as we 
go along? 

Mr. Raptn. No, sir, I do not. 

Senator Keravver. In this opinion 264 that you have just referred 
to, what was the title of that case, and will you tell us how the issue 
came up ? 

Mr. Raprn. I don’t believe I have the brief with me, Senator, but 
the purpose of this case was to determine the method to be used for 
tax accounting purposes insofar as grants of these certificates to elec- 
tric utilities and other utilities were concerned. 

Senator Keravuver. All right; that is sufficient. 

Mr. Raprn. Last December a report prepared by the staff of the 
Joint Committee on Internal Revenue Taxation at the direction of the 
chairman of the Senate Committee on Finance, Senator Byrd, stated 
the situation more directly. The report declared that the rapid tax 
writeofis are “bluntly, a subsidy.” 

That report also focused attention on the monoply aspect of the 
rapid writeofis by private power companies. One conclusion of the 
report was: “A striking thing about the tax amortization program 
in the electric-power field is that it is an incentive that operates only 
for private taxable utilities, and not for the publicly owned com- 
panies.” Thus, the rapid amortization certificates are a subsidy which 
is being provided only to one pee of an industry, in this case 
to the private power companies, but not the local publicly owned elec- 
tric systems and rural electric cooperatives. 

When we consider that approximately 4 of every 5 electric con- 
sumers in the Nation today are served by privately owned power com- 
panies, and that these companies alone may enjoy the benefits of these 
subsidies, it appears that this program may well result in the exten- 
sion of an already imposing domination of the electric-utility indus- 
try to 100-percent monopoly. We can only view this program as a 
means of seriously weakening, if not abolishing, the competitive in- 
fluence of the local consumer-owned electric systems—local publicly 
owned utilities and rural electric cooperatives. In short, if this pro- 
gram were permitted to continue to its logical conclusion, electric 
consumers—and, indeed, the entire Nation—would be faced with one 
of the most powerful private monopolies ever known. 

Senator Keravuver. Mr. Radin, at that point, what is the proportion 
of service rendered by privately owned as against publicly owned 
utilities at the present time? 
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Mr. Rapin. They serve about 80 percent of all electric consumers, 
Senator Kefauver. 

Senator Kerauver. And locally owned, or federally owned or State 
owned, or REA, serve the other 20 percent ? 

Mr. Rapin. That is correct. 

Senator Keravuver. All right, sir. 

Mr. Rapin. The most flagrant example of how rapid writeoffs for 
private power companies are issued in direct conflict with the apparent 
intent of the law came last month. I refer, of course, to the certificates 
issued by the Office of Defense Mobilization to the Idaho Power Co. 
for two of its proposed dams in the Hells Canyon reach of the Snake 
River. Fast writeoff certificates were issued to Idaho Power for the 
Brownlee and Oxbow Dams on April 25 of this year. 

That was just last month—but let’s go back in the record nearly 
4 years. On July 7, 1953, in his opening statement before a Federal 
Power Commission examiner, counsel for Idaho Power declared: 

The applicant is here before you asking the privilege of constructing solely with 
its own money and without 1 cent of cost to the taxpayers of the United States 
a great multipurpose project along with an integrated hydroelectric project of 
large capacity. 

Senator Krerauver. Mr. Radin, who was the counsel for the Idaho 
Power Co. who made this statement, and was this the official statement 
of the position of the Idaho Power Co. ? 

Mr. Rapin. The counsel was Mr. Parry, and that was an official 
statement by an official representative of the coinpany. 

Senator Keravuver. Allright, Mr. Radin. 

Mr. Rapin. Does that sound as though the incentive of tax certifi- 
cates was required to encourage the company to proceed with these 
dams? Does this sound as though the company felt it would need a 
subsidy ? 

In December, after the company had applied for the certificates, but 
40 months before they were granted, the president of Idaho Power 
Co. testified that benefits accruing from rapid amortization had not 
been figured in the company’s planning, which he assured the Federal 
Power Commission was more than adequate for the contemplated con- 
struction of the proposed projects. 

Senator Keravuver. Mr. Radin, who is the president of the Idaho 
Power Co.? Isit Thomas E. Roach? 

Mr. Rapin. Yes; that is correct. 

It is interesting to note that, in response to a question concerning 
the possible percentage of the costs of the dams which might be ap- 
proved for certificates, he concluded that— 
it might be anything from 10 percent to, I suppose, 50 percent or—I don’t know 
whether they have a ceiling on it now or not. 

In issuing the certificates last month for 65 percent of the cost of the 
dams, ODM apparently exceeded the highest hopes of the president of 
the Idaho Power Co. when the applications for certificates were filed. 

Some 20 months before ODM issued the certificates, the Federal 
Power Commission, in its order issuing a license to the company for 
the projects, formally found that Idaho Power “has shown the ability 
to finance” the dams. And in justifying its failure to recommend 
construction of a single high Hells Canyon Dam, the Commission listed 
the objectives of the projects and asserted that— 
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these public purposes will be realized without expense to the United States to the 
extent that the projects are constructed by a non-Federal entity. 

Senator Keravuver. Mr. Radin, at that point you are referring to 
the order of the Commission granting the certificate of convenience 
and necessity to the Idaho Power Co., as against the objection of the 
Hells Canyon Association ? 

Mr. Raprn. That is correct. That was in the order granting ali- 
cense to the company to construct the project. 

Senator Kerauver. Who signed the opinion of the Federal Power 
Commission ? 

Mr. Rapin. The chairman, Mr. Kuykendall. 

Senator Keravver. Can you give us the date of that opinion, for the 
record ? 

Mr. Raprn. I don’t believe I have that with me, Senator, but I will 
be glad to supply that for the record at this point. 

Senator Keravuver. Was it about August 1955? 

Mr. Raprn. Yes; that is correct. 

Senator Keravuver. All right. 

Mr. Rapin. The record isclear. Idaho Power Co. did not predicate 
its application for a license for the dams upon the possibility of a 
Federal subsidy, and the Federal Power Commission in granting the 
application did not contemplate that any subsidy would be provided. 

By the same token, there is no showing in the record that these dams 
were related to national-defense requirements. 

On the contrary, what findings are in the record point in the other 
direction. Thus, the Federal Power Commission presiding examiner, 
in his opinion on the Idaho Power Co. application for licenses for these 


projects, pointed out that there is “crying need for firm power in 
the Northwest” and, he said— 


One of the seemingly attractive aspects of the Idaho Power proposal and 
one which has been exploited and publicized was that Idaho Power would with- 
out cost to the taxpayer relieve this need to a substantial extent. Whether 
power costing 6.6 mills is marketable on a firm basis is open to serious question 
in spite of the power deficiency in prospect. Six point six mill power is fancy- 
priced power in the northwestern area. 

The examiner in that case was Mr. Costello. 

Thus, the examiner doubted whether the projects would help meet 
a deficit due to normal demands, let alone provide salable extra ca- 
pacity for emergency defense needs. 

A letter of August 4, 1955, from FPC Chairman Kuykendall to 
Senators sponsoring Federal Hells Canyon legislation in fact made 
it quite clear that the purpose of the projects was “to assure con- 
sumers in the company service areas of an adequate power supply.” 
He made no mention of national-defense needs or extra capacity. 

The Idaho Power dams for which the Office of Defense Mobiliza- 
tion has issued certificates of necessity for rapid amortization for tax 
purposes are not defense projects. Nor in any event do the certificates 
issued many months after the start of construction represent any in- 
centive to their construction. But the shocking significance of the 
situation is not simply that ODM provided an ex post facto incentive 
to a nondefense project. It is rather that these certificates would pro- 
vide a subsidy for wasteful exploitation of a national resource. 
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The proposed high dam at the Hells Canyon site would generate 
1,124,000 kilowatts of prime power available at all times, as opposed 
to only 680,000 kilowatts of prime power from the smaller dams 
planned by Idaho Power Co. 

Senator Kerauver. What do you mean by prime power ? 

Mr. Rapin, That is power that is available at all times. 

Senator Kerauver. What are other types of power ? 

Mr. Raoprn. There is also firm power and peaking power. 

Senator Krrauver. Prime power is available 24 hours a day, in all 
seasons of the year ? 

Mr. Rapin. That is correct. 

The difference of 444,000 kilowatts is approximately equivalent to 
the prime power output of the Bonneville Dam on the Columbia River. 
Without impugning the motives of any persons advocating the lesser 
plan, we would like to suggest that the company dams appear to 
represent an odd contribution to national defense. If anything, the 
Idaho Power Co. dams, by comparison with the high Hells Canyon 
Dam, represent a loss to the national security. 

The comparison of flood-control benefits is no prettier in terms of 
national defense, or the public interest. High Hells Canyon would 
provide useful water storage of 3,880,000 acre-feet as opposed to 1 
million acre-feet under the company scheme. The loss of this life- 
saving flood-control capacity hardly appears consonant with national 
defense. 

For the loss of nearly three-fourths of the floodwater storage of 
high Hells Canyon Dam and nearly half the prime power, the Office 
of Defense Mobilization has authorized benefits to the Idaho Power 
Co. which exceed the costs of the company’s smaller dams and ap- 
proach the cost of the high dam. 

Senator Kerauver. Do — want to present some figures in ex- 
planation of that statement ? 

Mr. Rapin. Yes, sir; I have those figures just a little bit later in my 
statement, Senator. 

Senator Keravver. All right, Mr. Radin. 

Mr. Rapin. Since Idaho Power is a client of Ebasco Services, Inc., 
it is appropriate in calculating the benefits of the rapid tax writeoff 
to employ the method used by the manager of the tax department of 
Ebasco Services. That method was outlined in a letter of June 10, 
1954, to the Mississippi Power & Light Co., and the letter appears in 
published hearings of this subcommittee in 1954. 

Senator Keravver. Do you have a copy of the letter here? 

Mr. Rapin. The letter is included in the printed hearings, of which 
Ihave a copy here, Senator. 

Senator Keravver. Is it a lengthy letter ? 

a Rapin. No; it is only about one page, with an accompanying 
table. 

Senator Keravuver. Where does it appear ? 

Mr. Rapin. It appears as exhibit 15, on page 746 of the hearings 
entitled “Power Policy, Dixon-Yates Contract, Hearings Before a 
Subcommittee of the Committee on the Judiciary, United States 
Senate, 83d Congress, 2d Session—Investigation Concerning the 
Charges of Monopolistic Influences in the Power Industry, Part 2.” 

Senator Keravver. I think it might be well to have that letter appear 
in the record of this hearing. I will ask the staff to put it in. 
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(The letter referred to follows :) 


Esasco ServIcEs, INC., 


New York, N. Y., June 10, 1954. 
Mr. J. D. STreTeEnRoTH, 


Treasurer, Mississippi Power & Light Co., 
Jackson, Miss. 

Dear Mr. STIETENROTH : We reviewed with interest the schedules attached to 
your letter of May 19 relative to your estimates of the value of the use of deferred 
lane resulting from amortization of emergency facilities of Mississippi Power & 

ht Co. 

We paid particular attention to schedule No. 3 wherein you have computed a 
value of use of deferred taxes in the amount of $13,107,334, representing the dif- 
ference between the compounded value of deferred taxes of $21,014,559 and the 
amount of the deferred taxes of $7,907,225. The tax savings were compounded to 
variable periods of time. We believe that in a study of this sort, where the factor 
of use of money is considered in determining the benefit of a course of action, one 
particular date should be used as a focal date for interest computations. Such 
focal date could be either the year 1952, the initial date in which the taxes were 
deferred, in which case the value of deferred taxes and/or additional liabilities 
would be determined by using the present value of $1 at 6 percent, as indicated 
on your schedule 2. Under this method the present value of tax savings amounts 
to $3,525,859. 

Another focal date which might be used would be some time in the future, or 
the year 1985, the year in which the total amount of tax savings have been 
liquidated through additional tax liabilities. If such focal date were used it 
would be necessary to compound the amount of the deferred tax savings and/or 
additional tax liabilities for each year to the year 1985. The attached schedule 
No. 1 indicates that the compound value of the tax savings amounts to $25,567,413 
by 1985. The present value thereof for a period of 34 years, at 6 percent, is 
$3,526,000. 

The attached photostat schedule No. 2 reconciles the amount of $13,107,334, 
shown on your schedule No. 3 to both the present value of the use of deferred 
taxes of $3,526,000, shown on your schedule No. 2, and the compounded value of 
deferred taxes of $25,567,000, shown in our schedule No. 1. Essentially what 
was done was to either compound the differences for each year in the last column 
of your schedule No. 3 for the applicable number of years to the year 1985 or 
discount said differences to the year 1952. 

You will note that some of the reconciling items differ by a couple of hundred 
dollars. This is due to the fact that only four places in the various tables were 
used. 

If we can be of further help to you in this or if you have any questions thereon 
do not hesitate to communicate with us. 

Very truly yours, 


R, M. Donpps, 
Manager, Tax Department. 

Senator Keravver. You may proceed, Mr. Radin. 

Mr. Raptn. This method takes into account the benefit to a utility 
of keeping one set of books for tax purposes and another set for rate- 
setting purposes. The taxes are paid on a fast tax writeoff basis but 
the rates assume taxes are paid on the straight-line depreciation basis 
over the life of the plant. 

Using the Ebasco formula, and assuming a 50-year life for Oxbow 
and Brownlee Dams, we find that the net benefits to the Idaho Power 
Co. of these certificates will be $329.3 million. This is more than 
twice the cost of the projects and about the cost of the high Hells 
Canyon Dam. 

Senator Krravver. You mean using the formula set out in Ebasco’s 
letter, which you have referred to, and the table setting forth the 
value of the fast tax writeoffs, that is how this $329.3 million has been 
arrived at? 
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Mr. Rapry. Yes; that is correct. The principle upon which this 
is based is the use of this interest-free loan—it has been so regarded 
by the Federal Power Commission and others—as a reinvestment at 
6-percent interest over the period of the life of the projects, or the 
estimated period, which would be about 50 years. Actually, the life 
would be longer than that, but we have used a conservative period of 
50 years. 

Senator Krravver. I have seen in Marquis Childs’ and other news- 
paper columns the figure of $329.3 million as being the value of the 
rapid tax amortization certificates to the Idaho Power Co., and I 
also heard that figure scoffed at in questioning. But I think it is 
very interesting and useful to find out exactly where the figure did 
come from and on whose calculations it is based. It is based on the 
worth of this rapid tax writeoff, and on the life of the dams set at 
50 years, according to Ebasco Services’ own figures and calculations; 
is that correct? 

Mr. Rapryn. According to the same type of formula that they used 
in another case. 

Senator Kreravver. But applying exactly the formula in another 
case to the Idaho Power Co. case, that is the figure ? 

Mr. Rapin. Yes, 

Senator Krerauver. Then actually, Mr. Radin, is it not true that 
these dams have a life much in excess of 50 years? 

Mr. Rapin. Oh, yes; that is correct. Senator, I have a table here 
which I could insert in the record at this point, showing precisely 
how this $329 million figure was arrived at. It was prepared by the 
National Rural Electric | Corporative Association and was supplied to 
me by them, and it gives the detail on each of the two projects which 
have been licensed and are licensed by the Federal Power Commission 
for this stretch of the Snake River. 

Senator Keravuver. Let the table be inserted in the record. 

(The table is as follows :) 





Estimated benefits accruing to Idaho Power Co. by virtue of accelerated tax 
amortization certificates issued on Browniee and Oxbow 





eS 


| Brownlee | Oxbow 








| Total 
te 4 
Teta Vales GF Ae pent et emnaeseetleuekbu<ectdecebels | $43, 639, 700 21, 559, 200 $65, 198, 900 
Depreciation allowance per year based on certificates__-._-- | 8, 727, 940 | 4, 311, 840 | 13, 039, 780 
Less normal 2 percent de preciation (assuming average 50-yee ar 
DOG DROUIN so petted et hinietchiienkbwabeliiatikibuciies elie 872, 794 | 431, 184 | 1, 303, 978 
Excess depreciation per ye: eri iit dak tence these ateckeiae 7, 855, 146 3, 880, 656 | 11, 735, 802 
Tax savings for 1 year (52 percent of excess de preciation) ...._- 4, 084, 676 | 2, 017, 941 6, 102, 617 
Total tax savings for 5 years_-_- 20, 423, 380 10, 089, 705 30, 513. 085 
Plus 6 percent interest compounde .d over 50- -ye ar life of facilities. | 220, 406,145 | 108, 886, 637 329, 292, 782 
Less deferred taxes (assumed payable over 45 years)__.......-.| 20,423,380 | 10, 089, 705 30, 513, 085 
Net benefits accruing to Idaho Power Co. over 50-year “period_.| 220, 406,145 | 108, 886, 637 329, 292, 782 








—— 


Source: National Rural Electric Cooperative Association. 


Senator Kerauver. Mr. Radin, did Washington Water Power Co. 
follow the same method in arriving at its benefits on the Cabinet 
Gorge project ! 

Mr. Raptn. Yes; the benefits would be calculated in the same 
manner. 

Senator Kerauver. You saw the tables that were put into the 
record by Mr. Norwood, who testified last Friday. Are those calcu- 
lations based upon the same formula? 
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Mr. Raptn. Yes, the same formula, that is correct. 

Senator Keravuver. All right, Mr. Radin. 

Mr. Rapin. Senator, I might add at this point that the benefits 
would be even larger if there is a reduction in the corporate tax rate. 
These benefits are calculated on the tax rate remaining the same as 
they are today. If there is a reduction in the corporate tax rate, the 
benefits would be even larger. 

Senator Kerauver. Yes; I understand that. 

Mr. Rapin. Summarizing the situation at Hells Canyon, we find 
that Idaho Power Co. plans to build a series of small dams providing 
slightly more than half as much prime power and only a little more 
than a fourth as much floodwater storage as a high dam. For this 
achievement, the Office of Defense Mobilization has authorized rapid 
amortization for tax purposes in an amount which could permit the 
company to realize benefits far exceeding the costs of its dams and 
approaching the cost of a high Hells Canyon Dam. And this has 
been done in the name of national defense. 

Fortunately, Congress can call a halt to this farce by approving 
legislation to authorize construction of high Hells Canyon Dam. We 
hope that this is done promptly. One might say that what is needed 
at Hells Canyon is not rapid amortization of small dams but rapid 
authorization of a single high dam. 

Before I leave this subject of the Idaho Power Co.’s tax certificate, 
I might also point out that the cost to the Government from these 
certificates, by virtue of the fact that the Government will have to 
borrow money in order to replace the tax loss, will be about $97 
million over a 50-year period. This is using a formula similar to that 
used by Secretary Humphrey when he calculated that the cost to the 
Government for the entire tax amortization program would approxi- 
mate $3 billion. So that for the tax certificate to the Idaho Power 
Co. the cost to the Government by virtue of its having to borrow 
additional money at approximately 3 percent to offset the tax loss 
will approximate about $97 million over a 50-year period. 

Senator Krravuver. The rate of interest is now higher than 3 per- 
cent ; isn’t it? 

Mr. Raptn. I think some of the Government borrowing is in excess 
of 3 percent. But this is figured on a conservative basis of 3 percent 
as the cost of money to the Government. 

Senator Keravver. All right, Mr: Radin, you may proceed. 

Mr. Raprn. Another striking example of ODM’s granting a sub- 
stantial tax subsidy to a nondefense power project where the record 
shows no incentive was needed is the Roanoke Rapids Dam of Vir- 
ginia Electric & Power Co. The power company applied to the 
Federal Power Commission for a license for the peeenars project 
on October 6, 1948, almost 2 years before the outbreak of fighting in 
Korea. Yet in August 1953 nearly 5 years later, ODM issued a certifi- 
cate of necessity to Vepco for rapid amortization for tax purposes of 
65 percent of $33,095,000 of the cost of the Roanoke Rapids project. 

n March 17, 1950, after extended hearings on Vepco’s application, 
the Federal Power Commission’s chief presiding examiner, the late 
Frank A. Hampton, issued a decision recommending that a license 
be issued to the company for the Roanoke Rapids project. In that 
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decision, more than 2 months before the outbreak of the Korean con- 
flict, three of the examiner’s findings were: 

1. Additional generating caacity is needed now and will be required in the 
future in the area to be served by the Roanoke Rapids project. The applicant’s 
system can utilize the capacity and output of the plant on the basis it proposes. 

2. The plan for development by the applicant will require no Federal partici- 
pation or appropriation for its successful completion. 

5. The applicant has adequate financial ability to undertake and complete the 
project proposed in its application as amended. 


Please note that this was some 314 years before ODM approved a 
certificate of necessity for this project, and, I repeat, about 2 months 
before the outbreak of the Korean war. 

Senator Kerauver. When was the Korean war settled by the truce? 

Mr. Rapin. It was in 1953, I believe. 

Senator Kerauver. Spring of 1953? 

Mr. Rapin. That is my recollection—1953. 

Senator Keravver. I notice here you say that the certificates were 
actually issued in August 1953 by the ODM. 

Mr. fpisete, Yes, sir; that is correct. 

Senator Kerauver. That was after the actual fighting was over, 
and after the truce had been signed; is that not true? 

Mr. Raprn. That is correct. And the project was initiated long 
before the beginning of the Korean conflict ; and was based on normal 
peacetime needs of the company. 

Senator Keravuver. And issued after the war was over. 

Mr. Rapin. That is correct. 

In November 1950, after the start of fighting in Korea, the Fed- 
eral Power Commission examiner issued another decision on the 
Roanoke Rapids case, and on that occasion he declared : 

In the present grave emergency, the Government looks to private industry 
for cooperation and support and, where practicable, for increased investment 
of private capital for the immediate strengthening of the national economy 
and security. In this case, an experienced private utility company is ready, 
willing, and able to proceed under Federal license and regulation with the de- 
velopment and utilization of idle and wasting natural resources of Roanoke 
Rapids without aid of the Federal Treasury and substantially in harmony 
with the Army’s comprehensive plan. 

When the Federal Power Commission, on January 26, 1951, ordered 
the issuance of a license to the company, the Commission concurred 
in the examiner’s findings: 


The plan for development proposed by the applicant will require no Federal 
participation or appropriation for its successful completion— 


and— 


The applicant has submitted satisfactory evidence of its ability to finance and 
earry to completion the project described in its application as amended. 

Yet a little more than 30 months later, ODM presented Vepco 
with a certificate entitling the company to a tax subsidy for this 
project. 

At Roanoke Rapids, as with the Idaho Power projects, the power 
company received no incentive from the certificate. Vepco ap- 
plied for a license for Roanoke Rapids about 3 years before the rapid 
amortization program was enacted. And the record makes it clear 
that the power to be produced by the project was for normal, non- 
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defense needs. In the absence of any showing that the issuance 
of a certificate provided an incentive for the construction of a de- 
fense-related project, we must conclude that in these cases the rapid 
amortization subsidy is nothing more than a gift bestowed by ODM 
in behalf of the Federal Government. 

Another example of the curious way this program has been ad- 
ministered is the fast tax amortization certificate awarded in 1955 
to the Duquesne Light Co. for 75 percent of its investment of $14 
million in the $125 million atomic powerplant being built by AEC 
in partnership with Duquesne at Shippingport, Pa. This was 
another outright gift from the American taxpayer bestowed by ODM. 

Incidentally, Duquesne Light Co.’s application for an accelerated 
tax amortization certificate was submitted to the Defense Production 
Administration on a form which is stamped in large letters with the 
words “small business.” In this connection, I note from Federal 
Power Commission statistics that the net plant investment of the 
ae Light Co. for the latest year for which a report has been 
made to the Federal Power Commission is $318,912,000. I make men- 
tion of this fact because I know of the interest of the members of this 
committee in small business. 

Acceptance of Duquesne as the partner in this project was based 
on bids received by AEC in response to its request to any and all 
utilities to submit proposals indicating the financial contribution 
they would make toward the project. AEC received a number of pro- 
posals, and on March 14, 1954, announced that Duquesne’s had been 
accepted as the one most favorable to the Government. 

When AEC accepted the proposal, there was no mention and pre- 
sumably no understanding that fast tax amortization of the Duquesne 
investment would be any part of the arrangement. The final contract 
was signed on November 3, 1954. Although in September Duquesne 
had applied for a fast tax writeoff, it was not mentioned as a condition 
in the firm contract. Nevertheless, Duquesne’s certificate was ap- 
proved by ODM several months later. In other words, Duquesne’s 

oing ahead with the project was in no way dependent upon getting a 

ast tax writeoff, nor was the tax certificate supposed to affect the 
speed with which the project would be undertaken. If the certificate 
had been denied, the status of this project today would be precisely 
the same except that Duquesne’s net investment would be what it 
orginally agreed to make instead of a great deal less. 

The fast tax writeoff given to Duquensne represents a benefit to 
Duquense of $8.2 million, well over half its investment, if one assumes 
that its investment in the nuclear system will depreciate in a period 
of 5 years and in the conventional turbine-generator will depreciate 
in the normal period of 33144 years. The reactor investment probably 
will be good for more than 5 years, so this figure is conservative. 
This calculation again is made using the Ebasco formula. 

The net effect of this ODM action, in which AEC concurred, was to 
give Duquesne a gift for which the Government received no quid 
pro quo. If this action had been part of the Duquesne proposal, it is 
possible that it would have been less attractive than some other 
pore, Having accepted the proposal on one set of terms, the 

overnment then, more than 9 months later, suddenly made the 
terms much more favorable with no reason given and no reconsidera- 
tion of the other bids. 








RAPID AMORTIZATION IN REGULATED INDUSTRIES 165 


Senator Keravver. Mr. Radin, do you recall the argument as to 
whether the Government itself would build some reactors, under the 
bill of Senator Gore, or whether the development would be by private 
industry? Was it not represented that the choices were, on the one 
hand, the Government would have to put up some money, and on the 
other hand, the burden would be borne by private industry ? 

Mr. Rapin. Yes, that is correct, Senator. I recall that that argu- 
ment also was used when the Atomic Energy Act was amended 
in 1954. 

Senator Kerauver. Yes; it was also made in 1954 when private 
industry was given the go-ahead on atomic energy work; was it not? 

Mr. Rapin. That is correct. 

Senator Keravuver. But now it turns out that that premise is not 
correct, because these fast tax writeoffs have been awarded ? 

Mr. Rapin. That is correct. They received other subsidies also 
in addition to the fast tax writeoffs for some of the atomic power 
projects which they have undertaken. 

Oddly enough, although ODM agreed to a 5-year writeoff for tax 
purposes, AEC has agreed to pay Duquesne rental for its investment, 
after the first 5 years, based on normal straight-line depreciation over 
a much longer period. 

To top it off, the ODM action was taken in respect to a project 
which, while extremely important, is not a national defense project. 
Equally ironical, it was a subsidy granted to support construction of 
an atomic powerplant in the heart of the coal country where now, ac- 
cording to Congressman Van Zandt, unemployment in the coal-mining 
industry isa serious problem. It is difficult to imagine a rational basis 
for this action by ODM. 

As a further example of the irrelevant justifications given for the 
fast tax amortization program in the public-utility field, I should 
like to cite from a letter of January 18, 1956, from Mr. Arthur Flem- 
ming, then Director of ODM, to the chairman of this subcommittee, 
Senator Kefauver. In this letter, Mr. Flemming refers to the power 
needs of the Atomic Energy Commission as partial justification for 
the 1951 tax amortization program and again for the 1954 program. 
As is well known, almost all of AEC’s massive power requirements 
are met by TVA, Bonneville Power Administration, Electric Energy, 
Inc., and the Ohio Valley Electric Co. Obviously, fast tax amortiza- 
tion is not the way to expand the capacity of TVA and BPA, but 
the ODM letter did not mention this. 

EEI and OVEC are private corporations set up especially to serve 
the AEC loads in Paducah, Ky., and Portsmouth, Ohio, areas. The 
contracts with these firms are drawn so that AEC, like any other 
power consumer, pays the Federal taxes assessed. The construction 
of these plants and the speed with which they were started was in no 
way dependent upon or affected by rapid tax amortization. The for- 
mation of the corporations and the construction of the facilities were 
wholly dependent upon the conclusion of mutually satisfactory con- 
tracts with the AEC. Whether they got fast tax amortization or not 
could not matter to the private corporations, because AEC pays all 
Federal taxes through its power rates, anyway. 

Both companies, strangely enough, did apply for fast tax-writeoff 
certificates, but subsequently withdrew or suspended them. Possibly 
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AEC objected to getting the same treatment other power consumers 
get; namely, to pay rates based on normal depreciation while the 
company pays taxes based on fast depreciation. | 

In any event, to use AEC power needs as a justification for setting 
goals for a fast tax amortization program makes exactly as much 
sense as to say that we must give siteidies to Consolidated Edison of 
New York, because TVA needs more capacity. It is hard to believe 
that the ODM staff was ignorant of AEC power-supply arrangements 
at the time Mr. Flemming wrote his letter to Senator Kefauver. 

While the record is replete with examples of tax-subsidy gifts to 
electric-power companies where neither defense considerations or even 
incentive to construct projects was involved, we believe that there is 
a more fundamental problem than the administration of this pro- 
gram by the Office of Defense Mobilization. That is simply whether 
regulated public utilities should be allowed to participate in this or 
any other type of Federal subsidy. 

This point was made by Senator Byrd last month in commenting on 
the certificates issued to Idaho Power Co. He exclaimed: 

It is totally indefensible to give a public utility whose earnings on its invest- 
ment are guaranteed a writeoff to the extent of $65 million. 

Senator O’Manoney. At the beginning of this section of your state- 
ment, you refer to the record as being replete with examples of tax 
subsidy gifts. Have you furnished that record to this committee? 

Mr. Raptr. I have cited three cases, and I am sure there are many 
others where the certificates were granted for projects which were not 
directly related to defense requirements. 

Senator O’Manoney. Will you supply the committee, please, with 
as many examples as you can, of what you describe here as “tax sub- 
sidy gifts to electric power companies where neither defense con- 
siderations or even incentive to construct projects was involved.” 

Mr. Rapin. Yes, I will attempt to supply other examples, other than 
thosé I have cited in this testimony. 

Senator Kreravver. You will supply that to the staff, and I direct 
the staff to have it printed in the record. 

Mr. Raptr. Yes, sir. 

Senator Kreravver. Of course, one other example is the Washington 
Water Power Co.’s Cabinet Gorge Dam, is it not? 

Mr. Raptn. Yes, that is correct. 

(The material referred to is as follows:) 


In the absence of information from the files of the Office of Defense Mobili- 
zation, it is not possible to list those projects which have been certified for rapid 
tax amortization but which are not directly related to defense requirements. 
The statement that “the record is replete with examples of tax subsidy gifts to 
electric power companies where neither defense considerations or even incentive 
to construct projects was involved” was made on the basis of the fact that there 
have been a number of indications by ODM that certificates have been issued 
to electric power companies where no direct relationship to a defense installation 
was shown. 

For example, in a letter to Senator Kefauver dated January 18, 1956, Arthur 8S. 
Flemming, then Director of the Office of Defense Mobilization, stated: “We 
encourage the location of facilities at dispersed sites by denying tax amortization 
for power facilities which are scheduled for location in congested urban areas 
as determined by the Department of Commerce, or near major military installa- 


tions or key industrial defense facilities as determined by the Department of 
Defense.” 








RAPID AMORTIZATION IN REGULATED INDUSTRIES 167 


From the above statement, it is obvious that power facilities subject to rapid 
tax writeoff are not related to defense projects inasmuch as they are not located 
near military or key industrial defense facilities. This is further indicated by 
the following statement from Mr. Flemming’s letter to Senator Kefauver: “In 
most instances it is not feasible to associate individual electric power facilities 
directly with specific defense facilities.” 

Still further corroboration of the statement that tax subsidies have been 
issued to electric power companies where defense considerations are not in- 
volved is found in the fact that subsequently in theses hearings Mr. J. B. Wyckoff, 
Chief of ODM’s Tax Amortization Branch, stated that it was the practice of 
ODM to grant a 35 percent tax writeoff to electric companies where no defense 
requirements were involved. 


Mr. Rapin. The purpose of the tax writeoff program has been de- 
scribed as providing an incentive to private industry to undertake 
facilities related to national defense which might have a limited use- 
fulness due to changing defense requirements, changed world condi- 
tions, and so forth. In short, this program was designed to lessen 
the risk to the private enterprise. But what is the risk to a private 
power company? As Senator Byrd has pointed out, the power com- 
any has no risk because it is guaranteed its earnings on its investment. 
“here is no risk, and there is no need to cushion any risk with Federal 
subsidies. 

Senator O’Manoney. Do you have the text of the law to put in at 
this point? You have correctly described it. 

Mr. Rapin. Iam not sure I have it with me. 

Senator O’Manoney. You say the purpose of the tax writeoff pro- 
gram has been described as providing an incentive to private industry 
to undertake facilities related to national defense which might have 
a limited usefulness due to changing defense requirements. Now, that 
is a correct description of that law, as I remember it. But I think it 
ig be well to document the statement with the exact text of the 
aw. 

Mr. Rapin. I will be glad to supply that for the record at this point, 
Senator. 

Senator Krerauver. I wish you would. And I think also, if it has 
not been ordered, that the various sections of the Internal Revenue 
Code, bearing on this point, should be printed in the record. 

(The material referred to is as follows :) 


SEC. 168. AMORTIZATION OF EMERGENCY FACILITIES. 


(a) GENERAL RULE.—Every person, at his election, shall be entitled to a deduc- 
tion with respect to the amortization of the adjusted basis (for determining 
gain) of any emergency facility (as defined in subsection (d)), based on a period 
of 60 months. Such amortization deduction shall be an amount, with respect 
to each month of such period within the taxable year, equal to the adjusted basis 
of the facility at the end of such month divided by the number of months (includ- 
ing the month for which the deduction is computed) remaining in the period. 
Such adjusted basis at the end of the month shall be computed without regard 
to the amortization deduction for such month. The amortization deduction 
above provided with respect to any month shall, except to the extent provided 
in subsection (f), be in lieu of the depreciation deduction with respect to such 
facility for such month provided by section 167. The 60-month period shall 
begin as to any emergency facility, at the election of the taxpayer, with the month 
following the month in which the facility was completed or acquired, or with 
the succeeding taxable year. 

(b) Erection or AMmorTIzZATION.—The election of the taxpayer to take the 
amortization deduction and to begin the 60-month period with the month follow- 
ing the month in which the facility was completed or acquired, or with the 
taxable year succeeding the taxable year in which such facility was completed 
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or acquired, shall be made by filing with the Secretary or his delegate, in such 
manner, in such form, and within such time, as the Secretary or his delegate 
may by regulations prescribe, a statement of such election. 

(c) TERMINATION OF AMORTIZATION DEDUCTION.—A taxpayer which has elected 
under subsection (b) to take the amortization deduction provided in subsection 
(a) may, at any time after making such election, discontinue the amortization 
deduction with respect to the remainder of the amortization period, such dis- 
continuance to begin as of the beginning of any month specified by the taxpayer 
in a notice in writing filed with the Secretary or his delegate before the beginning 
of such month. The depreciation deduction provided under section 167 shall 
be allowed, beginning with the first month as to which the amortization deduction 
does not apply, and the taxpayer shall not be entitled to any further amortization 
deduction with respect to such emergency facility. 


(d) DEFINITIONS.— 


(1) EMERGENCY FAciLtiry.—For purposes of this section, the term “emergency 
facility” means any facility, land, building, machinery, or equipment, or any 
part thereof, the construction, reconstruction, erection, installation, or acquisi- 
tion of which was completed after December 31, 1949, and with respect to which 
a certificate under subsection (e) has been made. In no event shall an amorti- 
zation deduction be allowed in respect of any emergency facility for any taxable 
year unless a certificate in respect thereof under this paragraph shall have been 
made before the filing of the taxpayer’s return for such taxable year. 

(2) EMERGENCY PERIOD.—For purposes of this section, the term “emergency 
period” means the period beginning January 1, 1950, and ending on the date 
on which the President proclaims that the utilization of a substantial portion 
of the emergency facilities with respect to which certifications under subsec- 
a (e) have been made is no longer required in the interest of national 
defense. 

(e) DETERMINATION OF ADJUSTED BASIS OF EMERGENCY Facirity.—In deter- 
ee for purposes of subsection (a) or (g), the adjusted basis of an emergeny 
acility— 

(1) There shall be included only so much of the amount of the adjusted 
basis of such facility (computed without regard to this section) as is properly 
attributable to such construction, reconstruction, erection, installation, or 
acquisition after December 31, 1949, as the certifying authority, designated by 
the President by Executive Order, has certified as necessary in the interest of 
national defense during the emergency period, and only such portion of such 
amount as such authority has certified as attributable to defense purposes. 
Such certification shall be under such regulations as may be prescribed from 
time to time by such certifying authority with the approval of the President. 
An application for a certificate must be filed at such time and in such manner 
as may be prescribed by such certifying authority under such regulations, but 
in no event shall a certificate have any effect unless an application there- 
for is filed before March 24, 1951, or before the expiration of 6 months after 
the beginning of such construction, reconstruction, erection, or installation or 
the date of such acquisition whichever is later. 

(2) After the completion or acquisition of any emergency facility with 
respect to which a certificate under paragraph (1) has been made, any expen- 
diture (attributable to such facility and to the period after such completion 
or acquisition) which does not represent construction, reconstruction, erection, 
installation, or acquisition included in such certificate, but with respect to 
which a separate certificate is made under paragraph (1), shall not be applied 
in adjustment of the basis of such facility, but a separate basis shall be com- 
puted therefor pursuant to paragraph (1) as if it were a new and separate 
emergency facility. 

(f) DEPRECIATION DepUcTION.—If the adjusted basis of the emergency facility 
(computed without regard to this section) is in excess of the adjusted basis com- 
puted under subsection (e), the depreciation deduction provided by section 167 
shall, despite the provisions of subsection (a) of this section, be allowed with 
respect to such emergency facility as if its adjusted basis for the purpose of 
such deduction were an amount equal to the amount of such excess. 

(g) PAYMENT BY UNITED STATES OF UNAMORTIzD Cost or Facinity.—If an 
amount is properly includible in the gross income of the taxpayer on account 
of a payment with respect to an emergency facility and such payment is certified 
as provided in paragraph (1), then, at the election of the taxpayer in its return 
for the taxable year in which such amount is so includible— 


1 
I 
t 
I 
a 
I 
- 
t 
b 


_— 


ns 








RAPID AMORTIZATION IN REGULATED INDUSTRIES 169 


(1) The amortization deduction for the month in which such amount is so 
includible shall (in lieu of the amount of the deduction for such month com- 
puted under subsection (a)) be equal to the amount so includible but not in 
excess of the adjusted basis of the emergency facility as of the end of such 
month (computed without regard to any amortization deduction for such 
month). Payments referred to in this subsection shall be payments the 
amounts of which are certified, under such regulations as the President may 
prescribe, by the certifying authority designated by the President as compen- 
sation to the taxpayer for the unamortized cost of the emergency facility made 
because— “4 

(A) a contract with the United States involving the use of the facility 
has been terminated by its terms or by cancellation, or 

(B) the taxpayer had reasonable ground (either from provisions of a 
contract with the United States involving the use of the facility, or from 
written or oral representations made under authority of the United States) 
for anticipating future contracts involving the use of the facility, which 
future contracts have not been made. 

(2) In ease the taxpayer is not entitled to any amortization deduction with 
respect to the emergency facility, the depreciation deduction allowable under 
section 167 on account of the month in which such amount is so includible 
shall be increased by such amount, but such deduction on account of such 
month shall not be in excess of the adjusted basis of the emergency facility as 
of the end of such month (computed without regard to any amount allowable, 
on account of such month, under section 167 or this paragraph). 

(h) Lire TENANT AND REMAINDERMAN.—In the case of property held by one 
person for life with remainder to another person, the deduction shall be com- 


puted as if the life tenant were the absolute owner of the property and shall be 
allowable to the life tenant. 
(i) Cross REFERENCE.— 
For special rule with respect to gain derived from the sale or exchange of prop- 


erty the adjusted basis of which is determined with regard to this section, see section 
1238. 


Mr. Raprn. We believe that regulated utilities should be excluded 
from the operation of any financial assistance program based upon 
risk taking. We urge that this committee recommend not only 
that the issuance of rapid writeoff certificates to private power com- 
panies under section 168 of the present Internal Revenue Code be 
abandoned, but also that regulated public utilities be specifically 
prohibited from any future programs of this nature which the Con- 
gress may see fit to authorize. 

Even if these recommendations were followed and the issuance of 
tax write-off certificates to private power companies was halted, the 
benefits of the subsidies already approved will continue to accumu- 
late. The magnitude of this subsidy is staggering. 

Between June 9, 1951, and May 13, 1957, ODM issued certificates of 
necessity for rapid tax writeoffs to electric utilities with a value of 
some $3,293,619,488. 

Senator O’Manoney. That would be almost enough to pay for the 
foreign aid program the President is going to defend this evening ? 

Mr. Raprn. Yes, that is correct. 

Senator Keravver. That is a point well taken, Senator O’Mahoney. 

Mr. Rapin. Using the Ebasco method referred to previously, this 
would result in an interest-free loan to the private power companies 
of $1,455,779,814, and, calculated on the basis of 3314 years at 6 per- 
cent, the total subsidy to these companies is $4,940,429,239. 

Senator Keravver. Mr. Radin, if you take 40 years instead of 
3314 years as the useable life of these projects, that figure would be 
very much larger, would it not? 


Mr. Raprn. It would be even larger, that is correct. 
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In 1953, the American Public Power Association participated in 
hearings at the Federal Power Commission on the question of how 
the benefits from rapid writeoffs were to be accounted for, or more 
pointedly, who was to receive the benefits from this subsidy. Our 
association maintained that these benefits should be passed on to the 
electric rate payers served by the utilities, including member utilities 
of the association which purchase power at wholesale from the pri- 
vate companies. 

Power company spokesmen advised the Commission, on the one 
hand, that the rapid amortization did not really provide any benefits 
beyond a deferral of tax payments to future years. On the other 
hand, of course, they argued that the resulting subsidy should accrue 
to the companies with no strings attached. The most astonishing, 
and perhaps revealing, testimony was provided by W. F. Stanley, 
vice president and secretary of Southwestern Public Service Co., 
who told the Commission—— 

Senator Keravver. What is the Southwestern Public Service Co. ? 

Mr. Rapty. That is an electric utility company operating in Texas. 

Senator Keravver. Is it a private company ? 

Mr. Raprn. Yes, it is a privately owned electric utility company. 

Senator Krrauver. Is it a subsidiary of any larger company 

Mr. Rapin. I would not know offhand, Senator. 

Mr. Stanley told the Commission: 

There has been some discussion here whether the utilities were intended to 
have the advantage of this tax deferral. I think that we must answer that and 
say yes, because no distinction was made. But quite apart from that, let us ask 
the other question—Who was not intended to have the benefit? You might say 
a lot of people, and among them I think you could include the electric rate payers 
because we as taxpayers of this country would hardly have wanted to vote in 
favor of Uncle Sam’s deferring literally billions of dollars of taxes for an extended 
period, at a time when Uncle Sam needed those taxes very badly in an emergency, 
to give them in the form of lower rates to electric consumers. That in no way 
advanced the cause of emergency mobilization. Not only that, it might even be 
said to spread inflation by giving more money to the rate payers. 

So it seems to me on that aspect, looking at it in that way, it seems almost 
fantastic to want to give it to the rate payers. Not that we don’t like our cus- 
tomers. We like our friends. We like to treat them right and give them good 
service, but that is beside the point. 

Senator Kerauver. That is an astonishing statement: Not to want 
to give the subsidy to the rate payers because it would increase infla- 
tion. How about giving it to the stockholders? Does that have any 
effect on inflation ? 

Mr. Raprn. I would certainly think so. But that does not seem to 
be the view of the privately owned companies. 

The Commission did not agree with the power companies that this 

rogram merely provided tax deferral and, as we have noted above, the 
Federal Power Commission characterized the rapid writeoffs as inter- 
est-free loans by the Government to the utilities. But having said 
this, the Commission proceeded to adopt, in effect, the reasoning of Mr. 
Stanley and deny that any provision should be made for permiting 
electric consumers to receive any of the benefits. Similar rulings have 
emanated from most State utility commissions and most of the multi- 
billion-dollar benefits of this program are being enjoyed exclusively 
by the stockholders of the power companies. 

Senator Keravver. Mr. Radin, are you in a position at this point 
to tell us what exceptions there are to the general rule of the State com- 
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missions, to the effect that the benefits of the rapid tax amortization 
should not be taken into consideration in calculating the rate for elec- 
tricity or services to be paid ? 

Mr. Rapin. There are only three exceptions I know of, Senator, 
rulings in the States of Wisconsin and Georgia—and, I understand, 
Pennsylvania also. Those are the only ones. 

Senator Kerauver. So far as the Federal Power Commission and 


the other 45 States are concerned, this is not considered in fixing the 
rates ? 


Mr. Raprn. That is correct. 

We understand that there have been instances of electric companies 
declaring tax-free dividends on the basis of rapid amortization pro- 
cedures, and we respectfully urge that this committee, as a part of its 
study of this problem, attempt to ascertain the disposition by the 
power companies of these tremendous Federal subsidies. 

Senator, if I may at this point I would like to call attention to a 
newspaper clipping from the Boston, Mass., Globe of August 24, 1955, 
headed “Market Comment.” This newspaper article states as fol- 
lows—and I will just quote from it briefly. It is a comment made by 
Moody Stock Survey. It says: 


Moody Stock Survey has the following comment on Washington Water Power. 
The stock of Washington Water Power offers two advantages—a gradual in- 
crease in earnings and a largely tax-free dividend for the present. 


And then I quote further in the article. 


Earnings are currently $1.97 a share and $2.10 is estimated for 1955. The 
$1.70 dividend has better protection than the stated eurnings indicate since large 
amounts are being charged off under accelerated amortization. Maintenance of 
payments at least at the current rate is anticipated for 1956. A surplus deficiency 
exists because of accelerated amortization, however, and 86.8 percent of the 
1954 dividend was not taxable as income. This partial tax-free factor is ex- 


pected to continue through 1957. 

I think this bears on the point that I believe Mr. Norwood made last 
week when he testified before this committee. 

Unless remedial action can be taken, curtailing the issuance of rapid 
writeoff certificates to private power companies at this point will 
amount to locking the barn door after the horse is stolen. 

Six years ago, in May 1951, a report of the House Committee on 
Expenditures in Executive Departments declared : 

The certificate of necessity program is the biggest bonanza that ever came 
down the Government pike. 

We believe that this accurately describes the operation of this pro- 
gram as it relates to electric utilities, but we are concerned over what 
appears to be an opportunity for an even bigger bonanza. We find 
that threat in section 167 of the Internal Revenue Act of 1954, relat- 
ing to liberalized depreciation. 

Under section 167 of the act of 1954, utilities and other corporations 
may elect to use for tax purposes either the straight-line method of 
depreciation or a liberalized method. Straight line depreciates prop- 
erty at a uniform rate over its life, while the alternate method aaa 
permit higher depreciation in the early years. Utilities depreciating 

roperty at a higher rate during the early years, under the Federal 
ower Commission ruling, would be permitted to continue collecting 


sums as tax expenses at the same rate as they would with straight-line 
depreciation. 
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To electric utilities, the benefits which can be realized from section 
167 appear to be comparable to those received under the certificates 
for rapid amortization authorized in section 168. Although the intent 
of the two sections may have been entirely different, the principal dif- 
ferences to electric utilities seem to be that the benefits of section 167 
may be claimed at the discretion of the utility without special certifi- 
eation. Section 167 requires no showing, however nebulous, of defense 
interest. 

The similarity in effect between the two sections of the code as they 
relate to electric utilities has been confirmed by the Federal Power 
Commission. The Commission has ruled that benefits to utilities under 
section 167 are to be treated in the same fashion for accounting pur- 

oses as those under section 168, explaining that: “We can find no 
egal difference” between the effects of the two sections of the Internal 
Revenue Code. That is Amere Gas Utilities Co., et al., Docket G-6358, 
order issued June 30, 1956. This decision, as the Commission’s action 
on the certificates of necessity for rapid amortization, prevents the 
benefits to the utilities from being passed on to consumers. 

Because the monopolistic abuses which have characterized the rapid 
writeoff program in the electric power field could be compounded many 
times over under section 167, we strongly urge this committee to 
recommend that section 167 be amended to preclude its use by regu- 
lated utilities. 

Senator Krravuver. Mr. Radin, does not the Kidder, Peabody & Co. 
report on the Washington Water Power Co. financing, on page 14, spe- 
cifically say that the benefits from these tax amortizations are tax-free 
and may be paid out as dividends or return of capital tax free? 

Mr. Raprn. I have not seen that report. I have heard about it, and 
I understand it does, Senator. 

Senator Kerauver. I would like to read that paragraph for the 
record. This is on page 14. 

Substantial tax-free dividends during the 5 years, 1953-57, inclusive. Taxable 
net earnings after deducting the much higher (than book) provision for deprecia- 
tion on the accelerated basis would be considerably less than the amount of 
common Ccividends paid or forecast during the amortization period. Moreover, 
the company’s accumulated earnings surplus for tax purposes is much smaller 
than its earned surplus per books. On the present tax regulations, the portion 
of common dividends which would not represent payment out of accumulated 
earnings for tax purposes would be tax free, because such payments would be 
considered a return of capital rather than ordinary income to the recipient. 
The 40 percent quarterly dividends paid on September 15, December 15, 1953, 
were determined by the company’s tax counsel to be 7.24 percent, a return of 
capital (34.896 cents per dividend) or a total of 0.6979 paid in 1953 may be 
considered not taxable. Similarly, each of the 4 quarterly dividends paid in 
1954 were determined to be 86.8 percent not taxable as dividend income. Of 
$1.625 paid in 1954, $1.4105 may be considered not taxable. 

All right, sir, you may proceed. 

Mr. Rapin. Yes, sir. I think that also bears on this newspaper clip- 
ping which I referred to earlier, making essentially the same point. 

Senator, if I may interpolate briefly here, I would like to refer, in 
discussing liberalized depreciation, to three paragraphs from an article 
in the magazine published by our association, Public Power Magazine, 
in the August 1956 issue, relating to some discussion before the FPC 
about the benefits accruing from liberalized depreciation under sec- 
tion 167 of the act of 1954. 
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In oral argument on the case an FPC attorney said the cost to taxpayers would 
be “out of reach” if the Commission permitted the companies to charge consumers 
for taxes which they do not actually pay. 

FPC Counsel Abraham R. Spalter said the utilities, under the proposed ruling, 
could build up reserves for deferred taxes which would snowball into billions 
of dollars. He said class A and B electric utilities in 1954 spent $2.946 billion 
on additions and expansion, and that, based on 33 years of life for these facili- 
ties, assuming the same rate of expansion, the reserve could be as high as $8.622 
billion by 1987, with the rate payers contributing $17.962 billion. 

The higher contribution by consumers results from the fact that a utility must 


collect $2.08 from its customers in order to retain $1 under the present 1952 
tax rate. 


In the case of Amere Gas Utilities Co., the FPC declared: “The argument that 
the sums in the reserve account will rightfully belong to the rate payers or that 
the rate payer will bear any burden they do not bear by reason of the creation 
of the reserve is wholly erroneous.” 

Now, returning to my prepared statement—the Federal subsidies 
to privately owned electric utilities raise serious questions relating to 
monopoly. 

In an industry in which direct competition is generally uneconomic, 
the institutional competition provided by rival types of ownership has 
proved effective in protecting the interests of the consumers. The 
public-power yardstick has been demonstrably successful in reducing 
rates to electric users. Rural electric cooperatives led the way in 
providing modern electric service in rural areas. Federal power 
projects, while not serving many electric consumers directly, have 
furnished low-cost wholesale electricity to many of the consumer- 
owned electric utilities. Yet, despite the success of these power pro- 
grams, the electric utility industry today is, roughly, four-fifths pri- 
vately owned. 

Competition in this vital area of our economy depends upon the 
health and vigor of approximately 20 percent of the industry com- 
posed of the consumer-owned systems—municipal utilities, public- 
power districts and other types of local publicly owned electric sys- 
tems, and the rural electric cooperatives. These consumer-owned 
utilities are not only smaller in the aggregate than the privately 
owned utilities, but individually they are also considerably smaller 
than the private power companies. For example, the average class A 
and B local publicly owned utility is only about one-tenth the size of 
the average class A and B privately owned utility. The Federal 
Power Commission defines a class A and B utility as one having gross 
annual electric revenues in excess of $250,000 per annum. 

Since the benefits of the rapid-writeoff subsidy accrue only to pri- 
vately owned power companies, this program defeats competition in 
the industry by strengthening the 80 percent represented by private 
power companies to the disadvantage of the 20 percent consisting of 
the consumer-owned electric utilities. The magnitude of the subsidy 
to the companies and of the monopolistic threat it poses to competition 
in the industry can be seen if we compare it with the plant investment 
of the consumer-owned systems. 

According to Federal Power Commission and Rural Electrification 
Administration statistics for the year 1954, the local publicly owned 
electric utilities had an investment in electric utility plant less reserves 
of $2,800 million, and the rural electric cooperatives $2,003,041,000, or 
a total electric utility plant less reserves for the consumer-owned por- 
tion of the industry of $4,803,041,000. This compares with the total 
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subsidy to private power companies from the certificates of necessity 
issued in the past 6 years of $4,940,429,000. 

Thus, Federal tax subsidies to the power companies under the rapid 
amortization program have exceeded the total plant investment less 
reserves of all of the consumer-owned electric systems as recently as 
3 years ago. ri 

In view of power company propagandists’ charges, it 1s pertinent 
to note that this subsidy of $4,940,429,000 also far exceeds the total 
electric plant less reserves of the Federal Government which in 1954 
amounted to $3,141,206,000. 

Senator Keravuver. Mr. Radin, I think it might be useful for the 
record if we read two sections from the hearings before the Joint 
Committee on Defense Production of the 84th Congress, 1st session, 
in connection with the Defense Production Act, pages 31 and 32. 

At page 31 the chairman asked Dr. Flemming: 


You wouldn’t expect tax amortization to take this up, would you? 
And Dr. Flemming answered : 


Mr. Chairman, in the past we have had pretty good success with the tax- 
amortization program in this area. It is true, as I indicate here, that under 
our former goal there was construction of 42 million kilowatts of capacity, about 
30 million of which was private construction. Of this private construction, 
about two-thirds, or 20 million kilowatts, was covered by tax amortization. The 
remaining, namely, a little more than 11 billion, resulted from Federal, State, 
or municipal projects. Both public and private construction contributed to the 
attainment of the goal. Our feeling is based on some contacts that we have had 
in terms of applications that are pending and/or on file. We feel we can make 
considerable progress in the direction of reaching the new goal as a result of 
holding out this particular incentive. Of course, time alone will tell us, but the 
history of the past is encouraging. 

Representative Rarnes. Mr. Chairman—you don’t mean that all of the pri- 
vately owned investments were made under the tax-amortization program. Asa 
matter of fact, in the South, as I understand it, most developments were made 
without the tax-amortization program. 

Dr. FLEMMING. Mr. Congressman, our figures indicate that of that 30 million 
of private investment that I talked about, 20 million was certified under the 
tax-amortization program. I don’t know what the breakdown is geographically. 


Then, without objection, the section marked here on page 32, which 
presents the breakdown insofar as steam plants and hydroelectric 
plants and private power as against public power, will be included in 
the record. It shows that a large part of these amortization awards 
have been for steam plants, while some have been for hydroelectric 
plants. It shows that Federal, State, and municipal agencies, on 
their 11,199,000-kilowatt installed capacity during this time, received 
no aid of this kind, and that private power received aid on 20,197,000- 
kilowatt capacity installed. 

(The material referred to is as follows :) 


I. Certified under tax amortization program (Jan. 1, 1952—Dec. 31, 1954) 


Kilowatt Estimated cost 
capability 


iTtr eens 
19, 116,200 | $4, 549, 269, 000 

1, 081, 000 258, 855, 000 

Lectin bined ick oenteno 

DMM ieted at nk Solana oo sha ck ce et bones aie Seduthn -----| 9, 1, S00 4, 808, 124, 000 
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II. Unassisted expansion 








| Kilowatt capa- 
bility 
ann iments os — on = = -| 
Poderal, State, and muticinal. -. ..... 2.25. wnvecensesncens-s beste tee Paws EE abe «.: 11, 199, 000 
Privately owned: 
TE Io. .: vnwiinncakenne aunkhasmaeekedokadeeann bain tiene kta aint<os isan 10, 253, 000 
PA WETOGIOOING sain ons eR hn scncnacandtinn sede xneuccthbsd bee teb Vans debbuendsndanl 5 
Zee. 


_Lesas dipheceitecsnspbreinertbbeoppsssudvnaieonacespasaioens 21, 654, 000 


Senator Kerauver. All right, Mr. Radin. 

Mr. Raprn. An advertisement appearing in the Saturday Evening 
Post of last December 29, sponsored by private power companies 
composing the electric companies’ advertising program, asserted : 

Right now America’s more than 400 independent electric light and power 
companies are planning and building to have twice as much electricity for you 
by 1965. These companies can have the power ready when you need it because 
they don’t have to wait for an act of Congress—or for a cent of tax money— 
to build plants. 

We can only interpret this as an admission by the companies that 
they do not need the $4,940,429,232 in tax subsidies provided by the 
certificates of necessity for rapid tax amortization issued to them by 
ODM. We believe that Congress should act immediately to stop this 
program, and that methods should be explored for assuring that the 
consumers of these companies receive the benefits of this needless 
subsidy. We have a special interest in this action being taken, inas- 
much as many of the member systems of our association purchase 
power at wholesale from privately owned electric utilities. 

We further respectfully call to the attention of this subcommittee 
the potentially greater abuses which might arise under the liberalized 
depreciation authorized in section 167 of the Internal Revenue Act 
of 1954. 

And finally, we submit that the only answer to the subsidized 
exploitation of a great natural resource as provided by the recent 
issuance of subsidy certificates to the Idaho Power Co. is authorization 
by the Congress of the high Hells Canyon Dam. 

Thank you, sir. 

Senator Krrauver. Thank you, Mr. Radin, for a clear and useful 
statement. 

Senator O’Manonery. Mr. Chairman, I think the witness has done 
the committee, the Senate, and the country a substantial service in the 
presentation of this material. I have no questions at the moment. 

Senator Kerauver. Thank you very much, Mr. Radin. 

Mr. Rapin. Thank you very much, Mr. Chairman and members of 
the committee. 

Senator Keravverx. Mr. Richard Shipman, you are appearing for 
Mr. James G. Patton, president of the National Farmers Union; is that 
correct ¢ 


STATEMENT OF JAMES G. PATTON, PRESIDENT, NATIONAL FARM- 
ERS UNION, REPRESENTED BY RICHARD SHIPMAN 


Mr. Surpman. That is correct. Mr. Patton unfortunately was de- 
tained in Chicago by a meeting of the executive committee of the 
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International Federation of Agricultural Producers, of which he is 
vice president. So I have the privilege of presenting his statement to 
you this morning. 

Senator Kerauver. Mr. Shipman, what is your position with the 
Farmers Union ? 

Mr. Sureman. I am assistant coordinator of legislative services for 
the National Farmers Union. 

Senator Keravver. You have some familarity with the subject mat- 
ter under discussion personally ¢ 

Mr. Surpman. Well, considerable, although I have not been in touch 
with it as recently as 1 used to be. I have some familiarity with it. 

Senator Keravuver. All right, Mr. Shipman, do you want to read Mr. 
Patton’s testimony ? 

Mr. SuieMan. if I may, please. 

Senator Keravver. All right, sir. 

Mr. Sureman. Mr. Chairman and members of the committee, it is 
an honor and an opportunity to appear before this subcommittee 
with members who devote themselves so unflaggingly to the public 
interest in our water and power resources. 

The fact that you have called these hearings is a fitting rebuke to 
those who insist that the American people are no longer concerned 
with the grave questions that have arisen, particularly as to whether 
their public resources should be developed for the welfare of the many 
and of the Nation, or exploited for the selfish purposes of a few. 

I do not doubt their answer, once the people know the truth. 
It is part of the purpose of this hearing to pierce the veil of doubletalk, 
of cant, and of conspiratorial confusion on this issue. 

Let me assure you that the truth will eventually come out. Those 
who have attempted to deceive and to cheat the people will ulti- 
mately find no place to hide. Iam as sure of that as that I am that day 
follows night, although I am not so sure that it will happen in time to 
stop some more major giveaways. 

Farmers have long known the interdependence of land and water, 
although it has been more recently that they learned the interde- 
pendence of land and power. And the hard facts which farmers of 
the arid West long ago learned about water are now coming home to 
the entire country and to the entire pouplation. 

This Nation faces a water crisis—Kast, West, North, and South— 
farmer, industrialist, gardener, homeowner, sportsman, and business- 
man. 

It is largely a crisis of supply. One can express one phase of it with 
a few figures. We Americans are now using somewhat over 200 bil- 
lion gallons of water daily. By 1975 we shall be using 400 billion 
gallons daily. The supply from the skies remains constant, but we 
shall be confronted with a larger and heavier task in finding, develop- 
ing, and directing the supply where it is needed. 

To put it bluntly, the days of cheap water are gone forever. Save 
for a few fortunate communities, every city in the land is finding it 
harder to develop water, and enormously more expensive. 

On the farm front, and particularly on the irrigation front. which 
is so vital to continue development of the great West, the crisis is not 
so much in continuing to develop supply. Rather the question is who 
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shall pete iee people, or other interests which may be more 
powerful? 

I am thinking in particular of the sad story of the so-called 160- 
acre limitation, which was adopted to insure that the reclamation 
program should be a homestead program, dedicated to making new 
family-farm homesteads in the West, rather than factories in the 
fields with an overseer and a lot of hired laborers who have no hope 
of ever owning a farm of their own. 

This principle says that federally financed water shall not be offered 
to more than 160 acres in 1 ownership unless, or until, the Federal 
facilities are fully paid for. It is a just and a mild stipulation. 

In the past 20 years Congress has repeatedly refused to repeal this 
sere because of its manifest intrinsic merit. Nevertheless, the 
imitation has now been so bypassed and eaten into by specific con- 
gressional exceptions, by bureaucratic rulings, particularly in the 
last 5 years, and by other subtle and indirect means, that it is almost 
dead. It has been, as the saying goes, “nibbled to death by ants.” 
But it is my observation that a man subjected to that peculiarly cruel 
form of punishment is as dead as he who has died by the clean stroke of 
a sword or a bullet. 

The slow death of the 160-acre limitation is one of the great untold 
stories, untold by a national press that has found it expedient to be 
much more interested in other matters. It should be told, and it will 
be told. 

In the field this hearing has been called to consider—that of electric 
power, the muscle of a mighty and growing Nation to renew its 
strength like the eagle which is its national emblem—several consid- 
erations appear to me. 

One that I find most significant is that the party in national power 
recently held a worried conference in Salt Lake City, Utah. That 
meeting was called to cope with the fact that the Republican Party 
had lost heavily in the West and Northwest in the recent elections— 
a loss so grave as to deprive it of its control of the Senate. 

The consensus of the meeting seemed to be that the party must do a 
harder job of selling something which has been christened by its pub- 
licity men as “modern Republicanism,” or “the new Republicanism.” 

Well, I have a kindly feeling for those who would modernize either 
the Republicans or the Democrats. Such people deserve our support, 
even though events have shown that in cases where they become too sin- 
cere and zealous, they may also need our sympathy and commiseration. 

As it happens, the prescription was right at hand. But, so far as 
I can gather, it was totally ignored in the Republican meeting in 
Salt Lake City. The Republican leaders who were there 2 weeks ago 
should have listened to the following quotations which I will identify 
in a moment. 


We should make it our duty to see that hereafter power sites are kept under 
control of the General Government for the use of the people as a whole, in a way 
which shall encourage development of the water power, but which shall not 
create a monopoly or permit the development to be antisocial, to be in any way 
hostile to the public good. The Nation alone has the power to do this effectively. 


Listen—that is not all. I am omitting a little for brevity, but the 
quote continues: 


I have been genuinely amused at having arguments presented to me on behalf 
of certain rich men in New York and Ohio, for instance, as to why Colorado and 
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other Western States should manage their own waterpower sites. Now these 
men may be good citizens according to their own lights, actually their special 
interests obscure their sense of public need; and their object is to escape an 
efficient control exercised in the interest of all the people. 

If we are foolish enough to grant their requests, we shall have ourselves to 
blame when we wake up and find that we have permitted another privilege to 
entrench itself, and another portion of what should be kept for the public good, 
to be turned over to individuals for purposes of private enrichment. 

Now, who do you suppose said that? And when do you suppose it 
was said ? 

Well, the year was 1910, and the place was Denver, Colo. The 
speaker was Theodore Roosevelt. 

The great ex-President was already manifestly beset by grave doubts 
of the modernity of his successors. Teddy Roosevelt was one of the 
very few members of his party in his day who realized that. we were 
living in the 20th century, and that new occasions bring new duties. 

I need not remind this committee that he, along with Gifford 
Pinchot, is responsible for the national forests as they exist in all 
their majestic beauty and usefulness. 

He fought for a reclamation policy which included the homestead 
promagee oe 160-acre limitation and its twin in the power field, the 

t right of people acting through their own public nonprofit bodies 
to serve themselves with power from the great public dams. This was 
preference to the people. 

All the current leaders of his party have to do to become modern or 
new Republicans is to go back 50 years to Theodore Roosevelt. 

Unfortunately, that is the last thing they apparently intend to do. 
Theodore Roosevelt must be whirling in his grave both at certain 
policies adopted by the present administration, and at its insistence 
that these policies follow progressive principles. 

And the great example—the saddest example—is, of course, the 
tragedy, the lost opportunity, the betrayal of the public trust by those 
in public office at Hells Canyon. 

have been trying to think of a way to bring out the simple truth 
about Hells Canyon from behind the mask of gobbledygook and 
expensive huckster-type propaganda with which the administration 
and its friends have surrounded it. I don’t believe this can be better 
done than by telling you what I call a fable. I tremble a little at the 
thought that the administration hasn’t thought of this fable yet and 
might adoptit. But Ill try anyway. 

mppose something we'll call the Mammoth Corp. were formed by 
the richest corporations and people in the country to propose that it 
kindly take over and build the projected 40,000-mile Federal super- 
highway system. It would propose, let’s say, to build a tollgate every 
10 miles and charges the public a high enough toll to build the super- 
highways 10 times over in the next 50 years. 

Suppose the Mammoth Corp. should tell us that it was amply 
financed to do the job without Federal aid; but that, after it got its 
franchise to charge the public for traveling on what were once the 
public’s own roads, it should come back and say it was mistaken after 
all—it would need a Federal subsidy from the taxpayer for kindly 
taking over the public roads. And suppose, just suppose, that the 
administration were gravely to agree and hand over that subsidy. 

All Americans would revolt at such a barefaced scheme to compel 
the public to pay and to pay and to pay for using its own property. 
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Yet this is an exact analogy of what has happened in the Northwest, 
except that there a great river system is concerned, rather than a 
great highway system. Both are owned by the people. 

How Theodore Roosevelt would have poured out his scorn upon a 
so-called partnership policy in which the people pay the bills and a 

rivate monopoly grabs the profits. How he would have tongue- 

ashed those who have connived to ruin and to forego most of the 
potential public benefits of a great river, in order to give away the 
mangled remains. 

I say to you that the Hells Canyon deal is morally worse than the 
Teapot Dome scandal which until now stood as the very epitome of 
the betrayal of the public trust in this century—the lowest of the low. 

There are only two differences between them. First, the plunder 
at Hells Canyon is so much greater and, second, the conspirators are 
a aes away with it in broad daylight, rather than stealthily 

Vy night. 

In both cases, men high in the administration were and are respon- 
sible. Tom Stokes, the famous columnist, says flatly that the order 
to Douglas McKay to withdraw Federal opposition to the giveaway 
at Hells Canyon was given to McKay by no less an official of this 
administration than Sherman Adams, the assistant to the President 
of the United States. 

Consider the facts. The Idaho Power Co., domiciled in Maine 
and owned chiefly in the East, pleaded that it had ample resources 
to build what my friend Clyde Ellis has so aptly called its runt dams 
on the Snake River. These would be in place of the great public 
structure that would have meant four times the storage for flood 
control and irrigation, and nearly half-a-million more kilowatts of 
power for the development of the entire Northwest. 

A fact that has been forgotten, I think, is that under President 
Harry Truman the Interior Department offered to set aside, as rapidly 
as the Idaho Power Co. could use it, a share of the power for it from 
the great dam, almost equal to that which the runt dams will develop. 
That would have been real partnership, although possibly still some- 
what too kind to the power company. But Idaho Power was play- 
ing dog-in-the-manger and wouldn’t have this. Idaho Power pleaded 
it would have ample financing and would relieve the taxpayer of the 
cost. Well, it is belie allowed to relieve the taxpayer all right, but 
in a far different sense, as we shall see. 

It would have ample financing if allowed to charge the public more 
than twice as much for the power as that from the high public dam 
would cost, but of course there would be no preference clause. This 
would put all rural electric co-ops, municipalities, and other public 
bodies at the mercy of the Idaho Power Co. and its concept of what 
the traffic would bear. 

Nor would there be any set-aside, even at these high rates, to finance 
irrigation projects ,which otherwise cannot be built since the farmers 
cannot bear the full development costs. And you know what a mighty 
engine and arm to build the West have been the public power revenues 
dedicated to building irrigation. 

A worse deal for the public has never been conceived—the public 
would do the paying and the private company would do the profiting. 

Yet it is this sort of an arrangement that this administration has the 
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cold gall to call partnership and to hold up as an example for other 
areas. Shades of Teddy Roosevelt. 

But that is not all the story. Under a policy of tax amortization, 
the private utilities of this country have been granted staggering pub- 
lic benefits at the expense of other taxpayers—and to do what they 
would have done anyway, to build what they would have built any- 
way. This general tax amortization program has been so abused 
that it has got even George Humphrey protesting. The Treasury 
estimates that it—that is, we, the people—will pay out an extra $3 bil- 
lion just in interest alone to finance this program. It has now been 
applied to nearly $25 billion of new construction in all lines, to more 
than $3 billion in the public utility field alone. 

It is this privilege that the Idaho Power Co. actually came back to 
demand of the Government in relation to its runt dams. It asked that 
it be allowed to dip into the public’s pocketbook to help finance its haul- 
away of the public’s property. And, almost unbelievably, this priv- 
ilege has now been granted. The Idaho Power Co. gets the right of 
rapid amortization on some $65 million of the cost of 2 of its runt dams, 
or about two-thirds of their entire cost. 

Now, this has two aspects which I do not believe the public has so 
far grasped. I do not believe it, because if the public had done so, 
the flames of public indignation would now be licking at the very 
columns of the White House itself. 

One is that actually this is a capital grant to Idaho Power Co., not 
a mere income-tax remission. It amounts to a very large capital 
grant, too. 

As Alex Radin of the American Public Power Association has testi- 
fied, the cumulative savings to the power company over 50 years will 
amount to more than $30 million. If this sum is to earn the 6 percent 
or more return usually afforded to regulated utilities, the total bill to 
its power users and the general public over the 50 years would amount 
to $329 million, or more than $6 million yearly. This is enough to pay 
for the high public dam at the highest estimate of its cost. 

Thus, the public will pay for its dam anyway, and won’t have it. 

The Idaho Power Co. will have its cake and eat it, too—and what a 
slice of cake. What sort of people, as Winston Churchill said, do such 
people think we are? 

But that does not even yet complete the story. Idaho Power is a 
regulated, or ostensibly regulated, utility. This means that as a mo- 
nopoly the rates it may charge the people are at least ostensibly under 
supervision of a public commission, As you know, such rates are 
usually based upon a fair return upon the rate base, defined as the 
value of the property which the company employs usefully in the 
public service, figured after all its expenses are paid. 

Now, what the tax amortization deal did is to give the Idaho Power 
Co. part of its rate base free, to pay part of the expense of building 
these “runt dams” for it. Naturally, you would suppose that a regula- 


tory commission would have the right to look into this matter and to 
adjust the rates so that the power company would at least share part 
of its windfall from the public with the public. 

If you suppose that, however, you don’t know your tax amortization 
law, nor the smug certainty with which such monopolies reach into 
the public’s pockets. 
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Some regulatory commissions in parallel cases have tried to do just 
that—to share such benefits with consumers—but they have been told 
by the courts that the intent of the tax amortization law was to give 
a subsidy to the stockholders of these companies rather than to their 
consumers. 

Furthermore, the courts have said, any sum these utilities reap from 
their huge tax amortization benefits—which now apply to well over 
$3 billion of construction for power companies alone—go to stock- 
holders, rather than to the public which provided these extra benefits. 

In most cases, however, the utilities at least have provided their own 
facilities and have not been given, free, the right to waste and to spoil 
a billion-dollar public site by “runt dams.” 

We have here, in effect, a sort of new major offense, hitherto un- 
known, or at least undefined. I can call it nothing but compound 
grand larceny. 

First, a private interest is allowed indefensibly to appropriate a 
public resource. 

Secondly, under the guise of tax remission it is indefensibly granted 
public money to help carry away its loot. It is as if a householder gave 
a burglar $5 to pay him for the trouble of carrying away the family 
silver. Except, for $5, read millions of dollars. 

Then comes the greatest insult of all to the American people. 
The private companies, with their tax amortizations safely tucked 
away, buy full-page advertisements in the Nation’s newspapers and 
magazines to call public power names and declare that they and they 
alone are taxpaying enterprises. 

And finally, they deduct the cost of the full-page ads from their 
income taxes under the claim that it is an operating expense. 

This is not only insulting the public, but it is a fraud on the tax- 
payers of this ees: 

I am happy that Senator Kefauver and your committee are wise to 
this practice and are trying to investigate it. As I said in my wire 
to you the other day, Senator Kefauver, I repeat that “millions of 
dollars are spent by private power companies on false and misleading 
advertising” is beyond the jurisdiction of the Federal Trade Com- 
mission, and I continue to urge you to bore into the whole “monopoly 
aspects of Government subsidies to private electric power companies.” 

It is just possible that the odor of these scandals will yet make 
somebody sick at the White House and in a few more editorial offices. 

Those of us who denounce such swindles of the public—and I use 
the word advisedly—have sometimes been criticized as being “against 
business.” Poppycock. We are not against business—only monkey 
business. 

No man has a deeper respect than I for the achievements and the 
rights of that kind of private enterprise that goes out and makes 
an honest living serving the people of the country. And we have 
plenty of that kind of business. But I have nothing but scorn and 
contempt for that kind of business or so-called private enterprise that 
— most of its time figuring out new ways to bilk the public out of 
the public’s own property so that the public may be charged all the 
traffic can bear, and more. 

This constitutes an artificial expedient of detouring public enter- 
prises through private channels, so that private people may wring all 
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e. ‘ 

It is that kind of so-called private enterprise that is a greater menace 
to the development of publicly owned resources and to the true and 
major development of our Nation than all of our nature’s obstacles 
thrown together. 

As you know, a similar deal is in the making for the great Trinity 
River development in California. This deal is so raw that even those 
from that State who have complacently stood for similar cozy ar- 
rangements in the past are revolted at this one. Nor do I need to 
remind you that similar “partnership” arrangements are made or 
contemplated almost everywhere. 

The Interior Department may have lost the body of Douglas McKay, 
but his spirit goes marching on. 

We must get back on the main track, the track lined out, surveyed 
and partly built so many years ago by Theodore Roosevelt. 

The great upper Colorado Basin project, with all the benefits it 
will bring to that area, is far from perfect itself and far from doing 
the total job that needs doing. Whatever its engineering credibility, 
the upper Colorado project lacks the necessary transmission lines 
for making its power benefits available to the public. 

Without transmission lines to the rural electric, municipal, and 
other load centers, the low-cost power developed in this project can be 
tapped only by private interests. In the extreme form, this means 
erection of tollgates for private profit between the public and the 
generators their tax money will build. Even in moderate form, it 
means cutting the public out of full benefit from development of their 
rivers. This policy of allowing a few generators but no transmission 
lines is also crippling the upper Missouri Basin and other areas. It 
is like building a playground but not letting the children through 
the fence, or letting a private company charge an admission fee. 

The shortcomings of the present power policy, as well as the private- 
profit abuses of that policy, are not confined to the Western States. 
They have also hit the Northeast, at Niagara and St. Lawrence; the 
Southeast, at Clark Hill, for instance; the Southwest, at Bull Shoals, 
and many other places. 

What we must have is a decisive end to the policies which take care 
of the lining of someone’s pocket before our resources can be devel- 
oped. We must have something big enough to match our growing 
Nation. We must have something based on confidence in our expand- 
ing national economy and growing population, not defeatism, penny- 
pinching, and economic shrinkage. 

Instead of arguing about whether the administration will approve 
1 or 2 or 3 dams here or there—and how much they might cost—we 
need to plan and engineer a vast grid throughout the Nation of public- 
power facilities. 

If we are ever going to get even half the power and resource devel- 
opment this Nation needs—and can use, for the benefit of all the coun- 
try—we will have to get it ourselves. But we can’t get it if we allow 
this kind of mouse nibbling and pocket lining and resource giveaways 
that are involved in this Snake River operation you are investigating. 
Hearings like this, to ventilate the stink and prepare corrective con- 
gressional action, are in the democratic way to get these big jobs 
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accomplished. I hope your efforts will stop this move to subsidize 
the “runt dams.” 


We must have faith in democracy, not fear of it. That is what 
built our great Nation and continued operation in that faith is what 
will make the whole country as great as its boundless resources. 

Mr. Sureman. Senator, I also have a series of editorials which ap- 


peared very recently in the Denver Post, which I would like to submit 
for the record at this point. 


Senator Kreravuver. Let them be printed in the record, Mr. Shipman. 
(The editorials referred to follow :) 


[The Denver Post, May 9, 1957] 
WHo’s Brine SuCKERED Now ?—I 


Slowly but surely there is unfolding the eye-opening story of a $23 billion con- 
cession to United States industry in the name of fast tax writeoffs in the guise 
of national defense, and at the expense of the Nation’s taxpayers. 

President Eisenhower’s Treasury Secretary Humphrey and irate Senators and 
Congressmen led by Virginia’s Senator Byrd and Robertson say it is time to 
curtail what has become one of the most enduring and most abused wartime 
emergency programs, 

This is the first of several editorials which will explain the accelerated tax 
amortization program commonly called fast tax writeoffs, how it started, how it 
works, how much it has cost and why it precludes budget cuts and a general tax 
reduction. 

Fast tax writeoffs are a form of subsidy to private industry to encourage pro- 
duction and expansion. The intent, when first enacted in World War II coinci- 
dent with the excess-profits tax was to stimulate construction of defense plants 
and output of military supplies. 

With war’s end the excess-profits tax ended soon thereafter. And the fast 
writeoff program lapsed. It was revived with the reimposition of an excess profits 
tax at the outset of the Korean conflict. That excess profits tax died on Decem- 
ber 16, 1953, but fast tax writeoffs are still in effect. 

Since the Korean peace of 1953 more taxes have been written off under this 
ostensible emergency wartime program than during all of World War II. In 
the last 6 years, fast tax writeoffs totaling $23 billion have been approved for 
nearly 22,000 plant expansions or constructions. 

Fast writeoffs mean that favored industry can defer the payment of certain 
income taxes by depreciating their new facilities faster over the first five years 
and paying higher taxes thereafter. At the end of the depreciation period say 
20 or 25 years, the same amount of taxes is supposed to have been paid as if no 
tax writeoffs were granted. 

But there are recognized authorities and public utilities commissions which 
have argued that this “deferment” really amounts to a permanant and discrim- 
inatory tax reduction for a growing industry. 

Regardless of whether the same amount of taxes is paid in the long run, Sec- 
retary Humphrey has testified that fast writeoffs of the last 6 years will cost the 
Government $3 billion in interest. 

This is because fast tax writeoffs actually are interest free Government loans 
to industry. The Government, in turn, has to borrow the funds which industry 
otherwise would pay in taxes, and the Government must pay interest to get its 
money. 

Meanwhile, industry keeps the revenue it ordinarily would pay in taxes if 
there were no fast writeoff provisions. It can invest those funds, earn enough 
from them to pay off the deferred taxes when due after 5 years and still retain 
a profit. Or it can use those deferred tax funds as interest-free money to fi- 
vance more expansion. 

This kind of tax reduction for favored groups as Secretary Humphreys says, 
only postpones the day when general tax reduction can be enjoyed by all the 
people. 

And it is a perversion of the free enterprise system, the tax laws and the inten- 
tion of Congress when the initial defense purpose of such an emergency war- 
time program is perverted to the selfish peacetime interests of business. 
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[The Denver Post, May 10, 1957] 
Fast Tax WRITEOFFS PROMISE MULTI-BILLION-DOLLAR CONCESSIONS—II 


Since the Korean war began, 229 kinds of industry have received $23 billion 
in fast tax writeoffs for construction of 22,000 new plants or additional facilities 
for nationa! defense. 

Many of those industries can claim only a slim, if indeed any, connection with 
primary defense activities. Now the program has been pared to eight more-or- 
less essential defense categories. But the tax writeoffs allowed during the 
last 6 years will cost the United States taxpayer $3 billion in interest alone. 

Over 20 to 25 years, industry may pay the same amount of taxes with or 
without special privileges of fast tax writeoffs, but there is some doubt. Mean- 
while, the Government must borrow heavily to make up for the billions in taxes 
which preferred industry is permitted to “defer” for 5 years. 

In effect, fast tax writeoffs are interest-free Government loans (of the taxes it 
otherwise would have collected) to private industry. It’s the same as if the 
Government lent $100 at no interest to an individual who buys a savings bond 
with it. In 10 years his investment would pay off the loan and leave him a 
$25 profit. 

The purpose of fast tax writeoffs is to offer industry an incentive to expand 
toward certain defense mobilization goals. This tax gimmick constitutes a 
subsidy, by way of temporary 5-year tax relief, to stimulate industrial develop- 
ment faster than civilian needs require. 

Senator Byrd, chairman of the Senate Finance Committee, has opened a 
congressional inquiry into fast tax writeoffs. He contends they have been 
broadened far beyond Congress’ original intent. He describes the program as a 
“hidden cost” which makes it “more difficult to balance the budget or reduce 
the tax burden of taxpayers not receivng such a benefit.” 

At Byrd’s order the staff of the Joint Congressional Committee on Internal 
Revenue Taxation investigated fast writeoffs last year, and its report of Decem- 
ber 27, 1956, recommended sharp modification or repeal. 

The electric power industry was chosen as the first case study. During the 
Korean war, $4.2 billion of private electric utility expansion was approved for 
fast writeoff of $1.9 billion, postponing taxes on that amount of income for 
5 years after completion of the new plants. 

Writeoffs for power companies were not suspended until January 1, 1956, 
and in the last 12 months $281,080,113 in additional writeoffs were granted on 
applications filed before that deadline. More applications are being accepted 
now, against some future date when writeoffs may again be approved to keep 
the Nation’s power capacity at 20 percent above normal, in order to provide 
energy for defense needs and possible full mobilization at any time. 

Senator Robertson, chairman of the Joint Congressional Committee on De- 
fense Production, has joined Byrd in criticizing fast writeoffs and special tax 
considerations for private utilities, and steel companies, too. As of last October, 
the Nation’s steel corporations still had $1.2 billion worth of applications on 
file for defense writeoffs when, Senator Robertson observed, any new steel 
plants “will be built for purely peacetime production.” 

Through 1956 it has been estimated that fast tax writeoffs have cost the 
Government a total of $5 billion in taxes. Because of construction schedules 
and 5-year tax deferrals, none of this sum will even begin to be collected until 
1961, if then. 

There is a question whether fast writeoffs merely postpone taxes, or whether 
they amount to a “thinly concealed tax reduction.” Most utility regulatory 
bodies and various congressional committees have ruled fast writeoffs are tax 
deferrals, but the Pennsylvania, Washington, and Wisconsin commissions and 
a committee of the National Association of Railroad and Utilities Commissioners 
regard them as tax reductions. 

The consensus of the courts and commissions is that tax deferrals belong to 
the utility until they become due, beginning after 5 years. This gives large 
interest-free funds to expanding companies during a time of high tax and in- 
terest rates, while the taxpayers foot the interest on funds the Government has 
to borrow to offset the corporate income taxes it isn’t collecting. 

And practically speaking, neither utility stockholders nor customers gain any 
benefit from increased dividends or lower rates because fast writeoffs, as gen- 
erally interpreted and applied, offer no direct or immediate advantages to them. 
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(The Denver Post, May 12, 1957] 
Fast Tax WRITEOFFS ARE PUBLIC SUBSIDIES 


The granting of “fast tax writeoffs”’ of $65,199,134 to Idaho Power Co. has 
brought congressional attack upon the Government’s entire rapid depreciation 
program for the delay of corporate-income taxes. 

Last year, pending Senate hearings, 19 Senators and Congressmen asked the 
Office of Defense Mobilization to delay approval of Idaho Power tax writeoffs 
on two small dams it is building on the Snake River in place of a bigger, multi- 
purpose Federal Hells Canyon dam. 

Idaho Power filed for the writeoffs in 1953, but action was held up until the 
Federal Power Commission issued the dam site licenses and the courts passed 
on the FPC findings. 

While the Hells Canyon case was being fought out in Congress, before the 
FPC, and in the courts, the ODM closed out tax writeoffs for electric power 
companies on January 1, 1956. Nevertheless, in the last 12 months it O. K.’d 
$281 million in fast tax writeoffs from 69 electric utilities which applied before 
the deadline, including Idaho Power. 

Fast tax writeoffs were enacted during World War II to encourage defense 
production by offering an incentive to offset an excess-profits tax. After the 
war both the tax and the writeoff lapsed, to be revived in 1950 with the Korean 
war. In 1953 the excess-profits tax again died, but fast writeoffs were retained 
in the Internal Revenue Code of 1954 and are still in effect, 4 years after the 
war's end. 

This tax gimmick has been used by 229 kinds of industry to help finance $39 
billion worth of construction on 22,000 new plants or expanded facilities. Fast 
tax writeoffs allow them to postpone taxes on $23 billion of that sum for 5 
years. 

In effect, fast tax writeoffs are subsidies to favored industries for economic 
expansion. They amount to an interest-free Government loan, because funds 
which companies otherwise would pay in normal income taxes can be withheld 
and used for 5 years before they begin to fall due. Meanwhile, the Government 
borrows to make up for the deficiency in tax revenues—at a cost to the United 
States taxpayer estimated at $3 billion so far in interest. 

The tax writeoff program has been cut to eight essential defense industries 
now, but it can be enlarged at will by the ODM when and if it decides tax con- 
cessions again become necessary to attract private industry into various direct 
or indirect defense activities. 

Last year Senators Byrd, chairman of the Senate Finance Committee, and 
Robertson, chairman of the Joint Congressional Committee on Defense Produc- 
tion, declared the tax writeoff program had burgeoned far beyond the intent of 
Congress. They ordered investigations, set committee hearings, and asked 
ODM to hold up pending applications—particularly Idaho Power’s. 

Byrd wrote the ODM that the “original and continuing purpose of this wartime 
legislation has been to expedite production essential to national defense.” In 
peacetime, he added, “such special privilege can be justified only in exceptional 
and rare cases.” Robertson informed the ODM that “none of these power 
projects can meet the test of the accelerated amortization law, as being essential 
to the defense effort.”” That goes, he said, for steel plants, too. 

Arthur Flemming, then ODM Director, replied that the needs of the civilian 
economy would not influence writeoff decisions, and that “defense incentives 
should be used strictly for defense purposes.” As of last October, Flemming 
listed $3.7 billion in pending writeoff applications from then-ineligible industries 
and $4.6 billion in eligible writeoff requests. 

In December the staff of the Joint Committee on Internal Revenue taxation 
reported on the whole tax writeoff program, under orders from Byrd, and 
pointedly criticized its application to the electric power industry. Modification 
of the law so as to include only actual defense activities, or complete repeal, 
was recommended. 

Then on April 29, 3 days before Byrd’s Senate Finance Committee was 
scheduled to open hearings into the writeoff program in general and Idaho 
Power in particular, ODM granted the Idaho Power applications. Flemming 
had been replaced 3 months earlier by Gordon Gray, “Eisenhower Democrat,” 
former Assistant Defense Secretary, and Army Secretary under Truman. 
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Senators Morse, Mansfield, and O’Mahoney joined Byrd and Robertson in 
denouncing the ODM action. One of the first witnesses in the Byrd committee 
hearings was Treasury Secretary Humphrey, who testified fast tax writeoffs 
had already cost the Government $5 billion in taxes and $3 billion in interest. 
And President Eisenhower said he agreed with Humphrey and Byrd that the 
program should be curtailed. 


{Denver Post, May 18, 1957] 
So Tu1s Is Wry PRIVATE PoWER IS PREFERABLE TO PUBLIC POWER ?—IV 


The fast tax writeoffs given Idaho Power Co. for two small dams on the 
Snake River amount to a $30 million interest-free Government loan—a subsidy 
from United States taxpayers which over the years will yield the private utility 
$329 million. 

Senator Byrd has called the Idaho Power grant “an utterly indefensible act, 
because the law providing for the rapid writeoff depreciation was intended to 
apply only to those industries which were engaged in defense operations.” 

More than that, the Idaho Power case throws a whole new light on the 
Eisenhower “partnership policy” on development of the Nation’s water and power 
resources. 

Since 1950, more than 900 private utilities have been issued fast tax writeoffs 
on $3.34 billion to “induce” them to build powerplants. The utilities keep 
what they would pay in taxes without writeoff privileges, and put the money 
to work against the day 5 years hence when their postponed taxes begin to fall 
due. 

At the end of 20 or 25 years the same amount of tax is supposed to be paid, 
with or without fast writeoffs. But no interest is charged on these tax deferrals, 
whereas the Government must “buy” the money to replace taxes utilities are 
postponing. So far, the writeoff program has cost the rest of the taxpayers 
$3 billion in interest and “saved” favored industry $5 billion in taxes. 

Now the Idaho Power Co. finds itself in a congressional maelstrom again 
because it repeatedly assured the public that it could develop Hells Canyon as 
well as the Federal Government, and at no cost to the taxpayers. 

But the Idaho Power dams, as finally licensed by the Federal Power Com- 
mission, will produce less power and flood control than a high Federal Hells 
Canyon dam at one of the finest remaining sites. 

However, the FPC said Idaho Power development of the Snake wouldn’t 
cost the taxpayers a cent. The company told Senator Watkins, one of its sup- 
porters, that it would not seek a fast tax writeoff. In full-page advertisements 
in leading national magazines, the electric power industry assured taxpayers 
Idaho Power would save them the $300 million to $400 million cost of a Federal 
Hells Canyon dam. 

Administration spokesmen advanced the Idaho: Power plan as a prime exam- 
ple of the “partnership” philosophy which reputedly offers comprehensive river 
development by local interests, without Federal power monopoly or cost. 

Then, a few days ago when the public power cause at Hells Canyon was all 
but lost, the Office of Defense Mobilization ignored 2 congressional committees 
and approved Idaho Power applications for fast tax writeoffs totaling $65,199,134. 
or two-thirds the cost of its 2 dams. 

Gordon Gray, ODM Director, told the Senate Finance Committee that it was 
only fair to grant the Idaho Power writeoffs because the company filed for them 
*way back in 1953, and met all the requirements of 900 other electric power 
company writeoffs. 

In a critical report on defense writeoffs for private industry, the staff of 
the Joint Committee on Internal Revenue Taxation said last December that 
electric power company writeoffs are virtually automatic. When the electric 
power expansion goal is open (it is closed for the time being), any applicant 
can get at least a 35-percent writeoff, up to a 65 percent maximum, unless the 
company is located in a target area. 

Idaho Power got 65 and 60 percent, respectively, on its Brownlee and Oxbow 
Dams, although their power production will be barely sufficient to meet the load 
growths of its own customers—with little if any left over for defense industries. 

It would appear that the farther powerplants are from defense activities— 
like remote Hells Canyon—the faster they can be written off. This is sup- 
posed to promote decentralization of industry in the interest of national 
security. 
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Apart from its dubious defense contribution, the Idaho Power plan for the 
Middle Snake raises these questions: This is comprehensive river development, 
as required by the Federal Power Act? This is partnership, as espoused by the 
Hisenhower administration? This is a savings to the taxpayers, as promised by 
the electric power industry? 





[Denver Post, May 14, 1957] 
Stor THE PLUNDERBUND—V 


Finally it is obvious that the intent of Congress in enacting fast tax writeoffs 
during World War II and the Korean war has been broadened far beyond original 
defense purposes into a multi-billion-dollar peacetime subsidy to private industry. 

How this came about and whether it is good or bad can be debated. The 
important thing is to recognize fast tax writeoffs for what they are, appraise 
them as such, and decide where to go from there. 

Fast tax writeoffs amount to interest-free Government loans to private industry. 
Since 1950 they have allowed 229 kinds of industries to postpone income taxes 
on $23 billion for at least 5 years. In the meantime the Government borrows 
at the average taxpayers’ expense to make up for the taxes it is not collecting 
from privileged industries. 

In turn, industry has taken advantage of this wartime tax gimmick to build 
22,000 new or bigger plants in a $38 billion capital expansion of the national 
economy. The cost to the rest of the taxpayers, so far is estimated at $3 billion 
in interest and $5 billion in deferred corporate income taxes. 

Much of the industrial expansion stimulated by the fast tax writeoff subsidy 
or incentive, as some prefer to call it, had only the slimmest relationship with 
basic military activities and probably would have come about as normal growth 
anyway. 

There are those, like Arthur Flemming, former ODM Director, who argue 
convincingly that in this nuclear missile age industry is the frontline of defense, 
the mobilization base which will be first and hardest hit and which must launch 
the Nation’s recovery and retaliation. Others contend the intent of Congress 
was not so much to promote defense industry as it was to encourage general 
economic expansion. 

That may be so, but if it is, then let’s drop the defense disguise, acknowledge 
fast tax writeoffs as a public subsidy to private industry in the interest of 
national security, and judge them on their merits. 

Senators Byrd, chairman of the Senate Finance Committee, and Robertson, 
chairman of the Joint Committee on Defense Production, would repeal fast 
tax writeoffs now, except for strictly military development of new weapons. 
The administration has offered a milder but still drastic curtailment. 

In addition to the apparent and immediate loss of Government revenues, Byrd 
Says such special wartime inducements tend in peacetime to create unfair 
competition, overexpansion and damage to smaller unprivileged concerns. 
Senator Morse points out the administration has abandoned its campaign 
pledge to reduce taxes for small business because the Treasury cannot afford it. 

Fast tax writeoffs for private power companies have drawn the heaviest 
congressional fire. Byrd and Robertson argue that private utilities are guar- 
anteed their profits as a regulated industry and cannot qualify under the law 
for fast tax writeoffs. Morse charges fast tax writeoffs, like the $65 million 
granted to Idaho Power Co., show up the Hisenhower partnership policy as a 
cynical hoax that gives away public dam sites for incomplete private develop- 
ment, and then subsidizes inadequate dams with multi-million-dollar tax hand- 
outs form the Public Treasury. 

Sut fast tax writeoffs have an even greater national impact on the average 
citizen and taxpayer. They affect both the size of the budget, because of hidden 
interest charges, and the taxes everybody else must pay. 

Senator Mansfield, we think, summed up this broader analysis in sound and 
simple terms when he said during Senate attack on the Idaho Power grant: 

“We are confronted with the highest peacetime budget in our history, There 
is considerable talk about a tax reduction. However, there will not be any 
tax reduction unless there is a reduction in the budget. 

“But, nevertheless, the administration is, in effect, making it even a bigger 
budget by the amortization of such projects as this one, because funds which 
Should be coming into the Treasury, for the purpose of tax cutting and lowering 
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the debt, are being used to perpetuate a system which has long outlived its 
usefulness.” 

Senator Kerauver. Mr. Shipman, we thank you for coming here 
and giving us Mr. Patton’s hard-hitting statement. 

Senator O’Mahoney, any questions ? 

Senator O’Manoney. No—except to congratulate Mr. Patton on the 
eloquence of his testimony. 

. Mr. Sureman. Thank you very much. It has been a pleasure to be 
ere. 

Senator Kerauver. Any questions? Mr. Bolton-Smith. 

Mr. Bouton-Smirn. The development of successful farming in the 
country over the last decades has been to a great extent due to rural 
electrification and cheaper power, has it not? 

Mr. Surpman. That is right. I had a chance to participate in that 
for the last 25 years myself, as a rancher in Montana. We know first- 
hand very well what power means and what the lack of it means. 
And we also know very well what the lack of industry in the North- 
west, because of the lack of power, means. 

Mr. Boutron-Smiru. So that the farmer has a very direct interest 
in continued availability of cheap power. 

Mr. Surpman. Very direct. In fact, I think we are entirely de- 
pendent upon the public power program of the United States in order 
to keep REA growing and expanding and meet the needs of all of 


Ee e. 
r. Bouron-Smiru. That is in addition to the farmer’s interest in 
low taxes as a taxpayer ? 

Mr. Sureman. Certainly. 

Mr. Bouron-Smiru. That is all, Mr. Chairman. 

Senator Keravver. I suppose, Mr. Shipman, when Mr. Patton’s 
statement says that the courts have held that the amortization benefits 
go to the stockholders rather than the public which provided the 
benefits, in referring to court cases Mr. Patton had in mind the case 
in the Sixth Circuit Court of Appeals, The City of Detroit v. the FPC 
and the Panhandle Eastern Pipeline Co., decided by the Sixth Circuit 
Court of Appeals on December 15, 1955. 

Mr. Sureman. I think he did, sir. 

Senator Keravver. Thank you very much, Mr. Shipman. 

Mr. Gray will be our witness at 2 o’clock, and we will stand in re- 
cess until that time. 

(Whereupon the subcommittee was recessed at 12:15 p. m. until 
2 p.m. of the same day.) 


AFTERNOON SESSION 


Senator Kreravuver. The committee will come to order. 

We appreciate the presence of Mr. Gordon Gray, the Director of 
the Office of Defense Mobilization. Mr. Gray has present with him 
Charles H. Kendall, the General Counsel of the ODM. Is that 
correct ? 

Mr. Gray. That is right. 

Senator Keravver. By way of introduction, on May 15, 1957, as 
chairman of this subcommittee, I wrote Mr. Gray the following letter: 
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The Subcommittee on Anti-Trust and Monopoly of the Senate Judiciary Com- 
mittee has scheduled hearings beginning Friday, May 17, 1957, on the Govern- 
ment’s policy of granting rapid tax amortization certificates to industries which 
have a guaranteed income. The subcommittee is specifically interested in deter- 
mining to what extent, if any, tax writeoffs are being used as a Government 
subsidy to create monopoly control and undue concentration in the field of 
electric power. The subcommittee is particularly concerned with the certificates 
granted to the Idaho Power Co.—TA-26407, the Oxbow project, and TA-26500, 
the Brownlee project. 


In this respect, the subcommittee believes your testimony is essential and 
requests that you appear on Tuesday, May 21, 1957, at 2 p. m., in room 318 
Senate Office Building. You are also kindly requested to bring with you the 
files relating to these certificates, including staff reports, minutes of meetings, 
memorandums, communications and records of communications between the Office 
of Defense Mobilization and Members of Congress and committees of Congress, 
communications with officials of the Department of the Interior and all other 
persons in the executive branch of the Government, and memorandums relating 
to, and communications with all companies, associations, organizations and all 
other individuals relating to TA—26407 and TA-26500. 

It would be helpful to the subcommittee if the individuals in your organization 
who have familiarity with these certificates of necessity will accompany you at 
the hearing. 

It will also facilitate the subcommittee’s study if a member of its staff 
may have the opportunity to examine the pertinent files relating to these cer- 
tificates prior to your testimony. Accordingly, I request that Mr. George E. 
Clifford, staff attorney, be permitted to inspect these files on or before May 20, 
1957. 

That request was granted. 

Mr. Gray, we are grateful to you for coming up and giving us 
information we want. You have just recently become the Director 
of ODM; is that correct ? 

Mr. Gray. I was sworn in on the 14th of March, Mr. Chairman. 

Senator Kerauver. You were Assistant Secretary of the Army from 
1947 to 1949; then you became Special Assistant to the President, 
April 1950 to November 1950; is that right? 

Mr. Gray. Yes, sir. I was Secretary of the Army from 1949 to 
1950, Mr. Chairman. 

Senator Krrauver. You became president of the University of 
North Carolina in 1950 and returned as Assistant Secretary of De- 
fense in 1950? 

Mr. Gray. That is right. 

Senator Krrauver. So immediately before taking over as Director 
of ODM, you were Assistant Secretary of Defense? 

Mr. Gray. That is right. 

Senator Kerauver. I have forgotten the date you took over from 
Dr. Flemming. 

Mr. Gray. March 14, 1957. 

Senator Keravuver. All right. Thank you, Mr. Gray. 

We have your statement. Would you like to present it now? 

Mr. Gray. If I may, please, sir. 


STATEMENT OF GORDON GRAY, DIRECTOR OF THE OFFICE OF 
DEFENSE MOBILIZATION, ACCOMPANIED BY CHARLES KENDALL, 
GENERAL COUNSEL, OFFICE OF DEFENSE MOBILIZATION 


Mr. Gray. I have been asked to appear before this committee today 
to report on the recent action of the Office of Defense Mobilization in 
issuing two certificates of necessity to the Idaho Power Co. for their 
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power developments on the Snake River at Brownlee and Oxbow, 
Oreg.-Idaho. In order to give you the full story, I want to explain 
the general approach of the Office of Defense Mobilization in encour- 
aging industrial expansion in the interest of national defense; the 
specific. actions that have been taken to expand the Nation’s power 
supplies; and then the specific considerations which were involved 
in the Idaho Power Co. cases. 

First, let me make it completely clear that the question as to whether 
a given power project should be developed by public or private means 
is not a matter for ODM to influence or decide. ODM’s only interest 
has been to obtain the added national power capacity to meet mobiliza- 
tion requirements. In setting electric-power goals, all power—public 
and private—was taken into consideration. In encouraging expan- 
sion, however, ODM had to use the tools which it had been given by 
the Congress as defense incentives. The major tool was accelerated 
tax amortization which, because public powerplants pay no taxes, 
could be an incentive only to private power companies. 

Accordingly, the Office of Defense Mobilization has never taken a 
position in the Hells Canyon controversy between the proponents of 
public versus private power. The factors on which the certificates of 
necessity were issued to the Idaho Power Co, have never been at issue 
in this controversy. The basic determinations were that there was 
a shortage of power to satisfy mobilization requirements and that the 
construction of the facilities in question was in the interest of national 
defense because they would assist in alleviating the shortage and were 
in a dispersed location. 

To summarize, in 1953 there was an open expansion goal calling for 
an increase in electric-power capacity to meet mobilization require- 
ments. The Idaho Power Co. filed timely applications in August 1953 
for the projects at Brownlee and Oxbow. Both projects satisfied all 
requirements of the goal. In accordance with established procedure 
the applications were held in abeyance pending issuance of licenses 
by the Federal Power Commission. 

When the Federal Power Commission issued licenses in August 
1955 on both projects, requests were forwarded to the Department of 
the Interior for reports and recommendations within the limitations 
of the expansion goal. Favorable reports were received in October 
1955. 

In these circumstances, necessity certificates would ordinarily have 

been issued at that time, as was done in regard to all other eligible 
applications filed under the goal. However, the validity of the licenses 
issued to the Idaho Power Co. by the FPC was chi: allenged in the 
courts shortly after the licenses were issued. Final action was not 
taken until April 1, 1957, at which time the Supreme Court finally 
disposed of the legal issue. Since all the applicants who had filed 
timely applications and had satisfied the requirements of the goal 
were granted ac peereten tax amortization, there appeared to be no 
reason in conscience or fair Government administrative practice for 
not affording the Idaho Power Co. the same consideration, remember- 
ing that its projects contributed to the expansion called for by the 
goal. To have done otherwise would have constituted discrimination 
against this one applicant. 
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To place this action in its proper setting, I want to explain the 
general purposes of the tax-amortization program, detail the con- 
sideration given to electric-power expansions under this program, 
relate the chronology with respect to the Idaho Power Co., and, 
finally, indicate the status of the overall program today. 

The tax-amortization incentive in its present form originated in 
this country during World War II. At that time, the Congress 
authorized both the direct expenditure of Federal funds through the 
Defense Plants Corporation to build war plants and get them into 
production, and rapid tax amortization to encourage private capital 
investments in defense facilities. The Government built with its own 
funds more than 70 percent of the World War II defense or war 
expansions. During this World War II period, only $7.3 billion in 
private capital inv estment was certified for accelerated amortization, 
as compared to $37.8 billions in private capital investment thus far in 
the current program. After World War II, the Federal Government. 
faced a major problem of property management and disposal, due to 
its ownership of war plants and equipment. 

The Korean war again brought the Nation face to face with the 
basic problem of insufficient production facilities and supply to fight 
a war. This time the Congress authorized tax amortization to en- 
courage private capital investment in defense facilities, but did not 
authorize a broad program of direct Federal investments in such 
facilities comparable to the Defense Plants Corporation activities. 

Tax amortization, as provided by law and renewed in the Internal 
Revenue Code of 1954, is granted to encourage private capital invest- 
ment in necessary facilities i important to the national defense. The in- 
centive involved is an opportunity to recover a specified portion of the 
investment during a fixed 60-month period following the investment, 
rather than over the longer period ordinarily 1 equired by the Internal 
Revenue Code. Under-the current tax-amortization program, an aver- 
age of 61 percent of the overall actual investment has been subject to 
the fast depreciation writeoff. 

Senator Kerauver. Mr. Gray, do you mind interruptions as you 
go along? 

Mr. Gray. No; it is quite all right. 

Senator Keravuver. To clarify “that phrase, 


* * * an average of 61 percent of the overall investment— 


to what do you refer in “the overall investment” ? 

Mr. Gray. This is the cost of plants and, as you know, Mr. Chair- 
man, there are varying amounts or percentages allowed for rapid tax 
amortization. In the case, for example, of these 2 certificates we are 
discussing particularly this afternoon, one was authorized 60 percent 
of the total estimated cost and the other 65 percent. So that amount 
of plant investment under the program—well, I will put it this way: 
The amount allowed for rapid tax amortization has been 61 percent of 
the total plant investment in the total program. 

Senator Keravuver. The total plant investment in those plants which 
the ODM feels are necessary facilities, important to the national 
defense ? 

Mr. Gray. That is right. 

Senator Kerauver. All right, sir. 
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Mr. Gray. Recovering capital investment by depreciation has long 
been an accepted practice in our Government tax structure and has not 
been considered a subsidy. The 1954 revisions of the tax code recog- 
nized and extended this principle to permit greater depreciation in the 
early years following an investment. The present tax-amortization 
program increases the early depreciation when the investment aids 
national defense. The total depreciation is not increased. 

The tax-amortization program has been limited to war or defense 
requirements. Expansion goals have been established by ODM, after 
counseling with delegate agencies, only in those areas of industry 
where there was or is an existing or prospective shortage and a defense 
relationship. Many areas of industry qualified on defense relation- 
ship but failed on shortage and vice versa. A total of 229 goals has 
been established to date, and only 8 remain open. 

Senator Keravuver. Do you mind making an explanation there? 
What do you mean by “eight remain open,” Mr. Gray ¢ 

Mr. Gray. That means that we are still receiving applications for 
rapid tax amortization in only eight areas. I will list them for the 
record. They are production facilities for defense and AEC use, re- 
search and development facilities for defense use, liquid oxygen and 
nitrogen; the fourth is steam turbines, and the fifth, steel castings; 
sixth, nickel; seventh, strategic mica substitutes, and, eighth, roll-on, 
roll-off ships. 

Now I announced approximately a month ago—perhaps a little 
longer than that—that the last 5 of these 8 which I have just enumer- 
ated are under very serious study, and I have said since that time that 
I would expect these goals to be closed in the relatively near future. 
I would not expect the defense and AEC facilities goal to be closed, 
and we may not at the moment close liquid oxygen and nitrogen, 
which is very important for defense purposes. But at one time there 
were 229 areas for which accelerated tax amortization was permitted. 
Now, there are only these eight for which applications would now 
be received. 

Senator Kerauver. Do I understand that, as of the time this memo- 
randum that you have referred to was drawn up about the 8 remain- 
ing goals that remain open, your present goals on the 221 had been 
closed ? 

Mr. Gray. Yes, sir. 

Senator Kerauver. By closing them, you mean that you have 
enough facilities either at present or under construction or being 
planned to meet your defense requirements in those items? Is that 
correct ? 

Mr. Gray. That is correct, and I might say, in that connection, that 
among those goals that were closed, as I will indicate in the chro- 
nology later, was the electric power goal, for which there are now no 
eligible applications. I know of no suggestion that this goal be 
opened, and so there isn’t any activity in the sense of granting new 
tax amortization certificates now in the electric power goal. 

Senator Kerauver. While you are on the subject, when was the 
electric power goal closed ? 

Mr. acs It was closed at the end of 1955. 

Mr. Cuirrorp. Sir, when you say that a goal is closed, what do 
you mean by that? 
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Mr. Gray. Well, I mean that there is a decision that there is no 
longer any need to encourage the expansion of facilities in that par- 
ticular area and the announcement is made which, in effect, tells 
industry that there is no point in filing a further application, 

Mr. Currrorp. No new applications are to be received? 

Mr. Gray. No new applications; that is right. 

Mr. Cuirrorp. But those that are filed may be acted upon and 
granted ? 

Mr. Gray. That is right, if they meet all of the requirements, 
including the addition of their added capacity to the total of the goal. 

Now there have been instances, I believe, in the past where when a 
goal was closed, there were already more applications on file than were 
needed to reach the plant capacity desired, in which case, then, specific 
factors were applied such as order of filing, experience of the manage- 
ment of the company concerned in the business, dispersion, and some 
special consideration given to small business. Such factors were taken 
into account in determining which of those should be acted upon 
favorably when the total exceeded the goal established. 

Senator Kerauver. Mr. Gray, when was this memorandum pre- 
pared saying that there were only eight goals left open ? 

Mr. Gray. Well, the memorandum was prepared today, but only 
8 goals have been open now for—well, let me put it this way: On 
March 14 there were 12 open goals. That was the day I came into 
office. We have subsequently closed 4, bringing it down to 8, and, as 
I have indicated, there are 5 of these goals which are under serious 
consideration and it would be my hope, I should say, very frankly, 
Senator, that we can soon close the last 5 of the 8 I enumerated for 
you. 

Senator Keravver. All right, sir. 

Senator Carrotu. May I ask a question? 

Senator Kerauver. Senator Carroll. 

Senator Carrort. When did you close the goal for electric power? 

Mr. Gray. At the end of 1955. I guess it was effective January 1, 
1956. In other words, the goal was no longer open on January 1, 1956. 

Senator Carrot. How many applications were pending at the time 
the goal was reached ? 

Mr. Gray. I don’t have that figure at my fingertips, but perhaps I 
can say that it is my recollection that during 1956 there were 31 appli- 
cations granted which had been filed, of course, before the goal was 
closed. So there were pending, on January 1, 1956, a number of 
applications that were figured into the total expansion goal and whose 
applications were processed after the public notice was given. 

Senator Carroti. Of those 31 cases, in how many was the validity 
of their applications subject to litigation ? 

Mr. Gray. Not any that I know of, but I would have to check. I 
think there were none in litigation, sir. 

Senator Carrort. Except Idaho Power? 

Mr. Gray. Well, that was litigation which didn’t involve the cer- 
tificate. That was litigation which involved the license by the Federal 
Power Commission. 

Senator Carroiu. It was litigation that involved the validity of the 
issuance of the certificate? 

Mr. Gray. No, of the license. 
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Senator Carrot. Of the license, yes, but you would not grant a 
certificate, as I understand your testimony, because you were waiting 
for the validity of the license, which is a subject of litigation. Isn’t 
that right, sir? 

Mr. Gray. Yes. Asa practice, I believe that no certificate was ever 
issued until the issuance of a license by the Federal Power Commis- 
sion and in this case, when the license itself was in litigation, action 
on the certificate was withheld and this litigation was not terminated 
until April 1 of this year. 

Senator Carroti. Then, to come back to my original question, 
Idaho Power itself is in a separate category from these other 31 ? 

Mr. Gray. I think that is right, Senator. 

Senator Carrotu. That is all. 

Senator Keravuver. Thank you, Senator Carroll. 

You may proceed, Mr. Gray. 

Mr. Gray. In 1950 the Defense Electric Power Administration 
was created in the Department of the Interior to “exercise defense 
control and expansion functions with respect to the Nation’s power 
industry.” Its functions included the “programing of power supply 
expansion.” 

The Defense Electric Power Administration’s first major under- 
taking in cooperation with an Electric Power Advisory Committee, 
appointed by the Administrator of the Defense Production Adminis- 
tration, was a detailed study to determine the probable peak power- 
loads for the year 1951 through 1954 and the generating capacity 
needed to meet such requirements. 

In 1950, after the outbreak of hostilities in Korea, electric power 
consumption began to increase rapidly, and the peak load in 1950 
was 14 percent above the peak of the previous year—by far the larg- 
est aoe year increase in the history of the industry up to that time. 
This unprecedented load increase lowered the industry’s margin of 
reserve to 6 percent, considered by the Defense Electric Power Ad- 
ministration to be below that necessary for maintenance and emer- 
gency outages of equipment. 

In December 1941 reserve margins for the country as a whole were 
22 percent. 

s a result, the Defense Electric Power Administration in 1951 
developed a power expansion program. The objectives of the pro- 
gram were summarized by the Defense Electric Power Administra- 
tion as follows: 

1. To serve the rapidly increasing civilian load without curtail- 
ment. 

2. To serve the superimposed defense program. 

3. To restore an adequate capacity margin for maintenance and 
emergency outages, and for unscheduled additions to load. 

Its study disclosed that the power consumers who planned sharp 
increases in their requirements were the Atomic Energy Commission 
and certain industries in the process of major expansion, such as 
aluminum, steel, chemicals, and various nonferrous metals. 

As a part of the study, private and public power organizations were 
asked to report power expansion projected for the years 1950, 1951, 
and 1952. It was found that, before the outbreak of hostilities in 
Korea, a 17 million kilowatt expansion program was planned for the 
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3 years. It was then agreed by the combined staff of the Defense Elec- 
tric Power Administration and the Defense Production, Administra- 
tion that a 27 million kilowatt expansion would be needed through 
1953. The difference of 10 million kilowatts indicated the imerease 
needed to meet defense requirements and the resulting acceleration 
of outlays of private capital. 

After meatal consideration of the Defense Electric Power Admin- 
istration and all other reports, the Defense Production Administra- 
tion’s staff recommended to the Administrator that a goal be set to 
provide incentive for a 32 million kilowatt expansion for the 3 years 
through 1954. This was partially based upon classified information 
regarding the expansion of the Atomic Energy Commission’s pro- 
gram. 

Accordingly, on March 19, 1952, expansion goal No. 55 for electric 
power was established by ODM at 107 million kilowatts by December 
31, 1954, an increase of 32 million kilowatts above the December 31, 
1951, capacity of 75 million. This action was taken by the Deputy 
Administrator of the Defense Production Administration for Pro- 
gram and Requirements. 

Senator Kerauver. Who was that official ? 

Mr. Gray. Mr. Ralph Trigg was the Deputy Administrator of the 
DPA for Program and Requirements. 

The goal called for an expansion of approximately 9 million kilo- 
watts during 1952, 11 million in 1953, and 12 million in 1954. 

On August 26, 1952, expansion goal No. 55 was revised to provide 
for 117 million kilowatts by December 31, 1956. This revision pro- 
vided for 42 million kilowatts above the December 31, 1951, capacity 
of 75 million kilowatts, an expansion of 56 percent in 5 years. 

From the beginning of the program the major objective was to en- 
courage utilities to install blocks of capacity which would exceed their 
normal needs, i. e., to build generating capacity in advance of the 
time required to meet their ordinary load growth patterns, and thus 
aeons a mobilization reserve for national defense. Power cannot 

rationed effectively in time of emergency. Therefore a reserve 
capacity for defense is essential. 

During November of 1953, the electric-power program was reviewed 
by the staff of ODM in conjunction with the staff of the Defense 
Electric Power Administration. At that time the expansion goal still 
called for 117 million kilowatts by December 31, 1956. The Defense 
Electric Power Administration reported its belief that the require- 
ments of expansion goal No. 55 as scheduled would be met by the end 
of 1956 and recommended its closing at that time. 

Since the expansion goal covered a period of 3 years in the future— 
1954, 1955, 1956—and it was evident that renewed attention should be 
given to new basic mobilization assumptions and defense requirements 
resulting therefrom, Defense Mobilization Director Flemming decided 
to suspend the goal rather than close it. This action was taken on 
December 3, 1953, by Defense Mobilization Order VII-6. 

Senator Kerauver. Mr. Gray, do you have a copy of that order? 

Mr. Gray. We certainly can provide one. I don’t have one at the 
table, Mr. Chairman. 

Senator Keravver. Will you provide a copy to the staff and let it 
be put in the record. 
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(The document referred to may be found in the Appendix on 
p. 1053.) 

Mr. Gray. All right, sir. 

After suspension of the goal, the staff of ODM worked with the 
staff of the Interior Department and made a review of the situation. 
This afforded an opportunity to watch the development of the actual 
expansion of capacity which was scheduled and certified under 
the expansion goal prior to its suspension. Agreement was reached 
with the Department of the Interior on basic assumptions for mobiliza- 
tion readiness and the programing period was extended from the end 
of 1956 to the end of 1958. This review was completed in early April 
of 1955. At that time, the capacity for electric power projected to 
the end of 1958, taking into account normal growth demand projections 
and margins for normal operations, amounted to approximately 135 
million kilowatts. That projected capacity was not sufficient for 
mobilization needs. Accordingly, on April 15, 1955, Mr. Flemming 
none expansion goal No. 55, establishing it at 150 million kilowatts 
by December 31,1958. The reserve capacity over peak load estimates 
provided by this full mobilization objective was about 24 percent. 
This objective was designed to take care of requirements for full 
mobilization as contrasted with previous efforts to cover only partial 
mobilization requirements. 

Senator Keravuver. Mr. Gray, will you excuse another interruption ? 

Mr. Gray. Yes, sir. 

Mr. Keravver. You testified earlier that the electric utility require- 
ment was taken off the active list at the end of 1955, beginning with 
January 1, 1956. 

Mr. Gray. Yes, sir. 

Senator Keravver. And you say here that the goal was expanded 
from 135 million kilowatts to 150 million kilowatts. That didn’t 
permit the filing of new applications; it only meant that the 15 million 
increase in kilowatt capacity would have to be made up out of the 
applications that were pending ? 

fr: Gray. No. After the goal was reopened, applications were 
eligible to be filed. 

May I point out, Senator, that a little later I think perhaps your 
question may be answered. The final action with respect to this 
goal was taken in September 1955, at which time it was provided that 
applications for tax amortization must be filed by December 31 in 
order to be eligible and the goal was closed on January 1. 

Senator Keravver. Then the goal has not been reopened so as to 
allow the filing of any applications since January 1, 1956; is that 
correct ? 

Mr. Gray. That is correct, sir. 

Senator Keravver. Excuse me for interrupting. 

Mr. Gray. It is all right, sir. 

At that time—this is in April of 1955—the Federal Power Commis- 
sion estimated that the reserve capacity, under existing industry plans, 
would amount to only 9.8 pereent in December 1958. In the North- 
west region, the estimate was for a minus margin of 1.3 percent; in 
other words, projected capacity would be inadequate to meet normal 

acetime demands. Fifteen percent is the margin generally accepted 

y the utility industry as needed to maintain a reasonable standard 
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of service in peacetime. Mobilization needs also require some extra 
margin to meet rapid step-ups in defense production. 

On August 11, 1955, expansion goal No. 55 was again suspended 
under defense mobilization order VII-6, supplement 1, as part of a 
general review of all goals. 

If you wish, I will furnish a copy of that, Mr. Chairman, for the 
record, 

Senator Kerauver. Please do so. 

(The order referred to may be found in the Appendix on p. 1057.) 

Mr. Gray. As I said, the goal was again reopened on September 29, 
1955, with the proviso that applications for tax amortization must be 
filed by December 31, 1955, in order to be eligible for certification. 
The goal was closed on January 1, 1956. 

Applications for tax amortization under the electric power goal 
were subject to the national dispersion pores. Under this policy 
electric power projects were not eligible for tax amortization unless 
they were located outside congested urban areas as determined by 
the Department of Commerce and away from major military installa- 
tions and key defense industrial facilities as determined by the De- 
partment of Defense. 

The objective of the expansion goal was to encourage the invest- 
ment of private capital in electric power facilities to increase total 
capacity by December 31, 1958, to a level sufficient to provide a margin 
for national defense in the event of mobilization. 

This exemption goal is now closed; there are no further applica- 
tions on hand; accordingly, no further certificates will be issued under 
this goal. It should be remembered that expansion goal No, 224 cov- 
ering direct procurement needs of the Department of Defense and the 
AEC would still permit certification of a power facility if it were 
needed solely for a defense or AEC installation which could not be 
supplied otherwise. 

Senator O’Manonry. Mr. Chairman, may I ask a question at this 

oint ? 

. Senator Keravuver. Senator O’Mahoney. 

Senator O’Manoney. Good afternoon, Mr. Gray. 

Mr. Gray. Good afternoon, sir. 

Senator O’Manoney. I was just listening to your statement which 
appears on the top of page 11 and I would like to interrogate you a 
little about that. 

Mr. Gray. All right, sir. 

Senator O’Manoney. First let me ask, however, whether this is a 
statement of the history of the action of ODM with respect to tax 
amortization for electric power or whether it is a statement of your 
own personal opinion. 

Mr. Gray. No, this is a statement—I can only speak of my own per- 
sonal opinion since March 14, Senator. This is a history of the pro- 
gram, as I understand it. 

Senator O’Manoney. I assumed that was the case, but I wanted 
to make it clear for the record. 

Mr. Gray. Yes, sir. 

Senator O’Manonry. The sentence to which I want to draw your 
attention reads as follows: 


The objective of the expansion goal was to encourage the investment of private 
capital in electric power facilities to increase total capacity by December 31, 
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1958, to a level sufficient to provide a margin for national defense in the event 
of mobilization. 

That would seem to me, when you reviewed the history of ODM 
activities for the purpose of this testimony, you found it was the 
objective of ODM in fixing the expansion goal to encourage the invest- 
ment of private capital to the exclusion of the development of public 
power. Did you find that, sir? 

Mr. Gray. I think that is not correct, Senator, because in the 
expansion goals which were arrived at, and, as I have indicated, they 
were revised and adjusted from time to time, and always upward 
in the history of this program, there were taken into account the pro- 
jected plans of all power operators, whether private or public, to 
ascertain what the total projected capacity would be. 

As I indicated earlier in the statement, since public power com- 
panies pay no taxes, tax amortization as an incentive is not relevant 
in their case, but in meeting these expansion goals, as I understand 
it, in every case—on establishing the expansion goals in every case, 
there was taken into account both private and public power. 

Senator O’Manonry. Then would you say that the tax amortiza- 
tion as between public and private power was not a factor in the 
decision ¢ 

Mr. Gray. That is my opinion. I think I stated earlier that—so 
far as I know, at least, and I am sure this is so since March 14, and 
I think it has been the history of OD M—it has never taken a position 
in the controversy between public and private power advocates. I 
do not myself feel that the Idaho Power certificates are concerned 
with that controversy, so I think I am accurate in saying that the 
Office of Defense Mobilization has never taken a position as between 
public or private power, but when private power companies filed ap- 
plications under the goals and criteria then existing, and if they met 
the goals and criteria existing, they were granted. 

Senator O’Manonry. The issuance of tax amortization certificates 
was based, fundamentally, upon a survey which ODM made of the 
country to determine whether there was a deficit of energy sources; 
is that not correct ? 

Mr. Gray. Well, sir, a survey which has participated in, beginning 
in 1951, by all sorts of committees. The Defense Electric Power 
Administration made a survey for the Office of Defense Mobiliza- 
tion and the Department of the Interior, but the survey was not made 
simply by ODM. But the goal was arrived at by determining pro- 
jected capacities, what the requirement would be for power, and then 
a determination that something above the precise relationships of 
generating capacity to demand would be desirable in the interests of 
the defense of the country. 

Senator O’Manonry. What I am trying to determine is just a 
simple process here of factual development of the decision which was 
finally made. I understood you to have testified before the Finance 
Committee that a survey was made. 

I have a transcript here in which you are quoted as having replied 
to a question by the chairman of the Finance Committee, “Did your 
organization do it”—that is, make a survey—“before you granted 
the certificates?” 
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This was not directed to you personally, Dr. Gray; it was directed 
to you as head of ODM, and “organization” meant ODM. 

Your answer was described as follows: 

Mr. Gray. The processes under which the expansion goal was originally es- 
tablished, yes, did involve a survey of power requirements throughout the 
country, and when there was estbalished in September, I think, of 1955, a goal 
of 115 million kilowatts of power * * * 
whereupon you were interrupted. But this seems to me to indicate 
you found that a survey had been made and that survey was made 
for the reason of determining whether there was a deficit existing 
which would justify the issuance of a certificate of amortization. 

Mr. Gray. Whether there was a deficit against what was con- 
sidered to be the need ? 

Senator O’Manoney. The defense need. 

Mr. Gray. That is right. 

Senator O’Manoney. Then it was determined there was a deficit 
existing against defense needs. Otherwise the certificates would not 
have been issued, and according to this sentence on page 11, that was 
for a period ending December 31, 1958, for the construction of total 
capacity. Does it not follow there had to be a choice by some agency 
of the Government between public and private power, as between 
ae Canyon and the three substitute dams of the Idaho Power 

o% 


Mr. Gray. Well, I don’t think as related to the tax amortization 
certificates that this involved a choice, Senator; I think that it must 
be remembered that these two dams were licensed by the Federal 
Power Commission, were granted a license, whose validity was at- 
tacked in the courts and this matter was in litigation for some time. 

Had the license been found invalid, obviously—I shouldn’t say 
obviously—clearly the tax amortization would not have been granted 
because, as I have indicated, the ODM practice was not to grant tax 
amortization certificates unless a license was issued by the Federal 
Power Commission. 

Senator O’Manonry. These are the thoughts that are running 
through my mind: First, ODM found a deficit in the amount of the 
electrical energy which is deemed to be necessary in the national 
defense. 

Mr. Gray. The projected power capacity, based upon both private 
and public power construction. 

penator O’Manoney. But there was a deficit; am I correct in 
that ? 

Mr. Gray. That is right. 

Senator O’Manoney. That was the finding. 

Mr. Gray. That was the finding, yes. 

Senator O’Manoney. There were two conflicting proposals. One 
was for a high dam at Hells Canyon; one was for the erection by the 
Idaho Power Co., under the licenses from the Federal Power Com- 
mission, of three smaller dams. The testimony would indicate that 
the three smaller dams would not have the capacity to produce as 
much power as the one high dam proposed to be constructed by the 
Bureau of Reclamation; is that not right? 

Mr. Gray. I didn’t follow the testimony. I certainly would ac- 
cept your statement of it though, sir. 
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Senator O’Manonzy. I am not asking you to accept it, but just 
assume it. Assume that the Hells Canyon high dam was capable 
of producing more power than the combined three dams of the Idaho 
Power Co. Would it not be inconsistent for ODM, which was seek- 
ing to develop a specified goal of power, either public or private, to 
reject the Hells Canyon Dam and adopt the three private dams 
which produced less power than is needed ? 

Mr. Gray. ODM would not have had the power to make a deter- 
mination with respect to the three dams that you refer to, Senator. 

Senator O’Manongy. ODM had to do that in order to justify the 
issuance of the tax amortization certificates, didn’t it ? 

Mr. Gray. Well, but I believe it is true that the construction of the 
three dams you refer to would have to be authorized by the Congress. 
ODM could not authorize the construction. 

Senator O’Manonery. That is true, but ODM was issuing a tax 
amortization certificate, the only justification for which would be that 
it would be necessary in order to encourage the investment of private 
capital to build capacity sufficient enough to produce the power that 
was needed. 

Mr. Gray. Along with all other applications, yes. 

Senator O’Manonry. Yes, but we have here and your testimony 
here this afternoon verifies this on page 8—the last paragraph— 
where you say— 

After suspension of the goal, the staff of ODM worked with the staff of the 
Interior Department and made a review of the situation. This afforded an 
opportunity to watch the develpoment of the actual expansion of capacity which 
was scheduled and certified under the expansion goal prior to its suspension. 

One must assume that the staff of ODM and the staff of the 
Interior Department came to the conclusion that it was necessary to 
develop greater capacity and yet, apparently, the Interior Depart- 
ment brought pressure to bear upon ODM to issue the tax certificates 
to Idaho Power instead of approval of the building of the high dam 
at Hells Canyon, which would have produced more capacity than 
the three dams. 

Mr. Gray. May I respond? You refer to pressure to bear by the 
Interior Department. 1 don’t know about pressure, Senator. 

Senator O’Manoney. I will modify that word and use “argument.” 

Mr. Gray. But I repeat that the Office of Defense Mobilization 
did not have the power to authorize the construction of the dam 
that you have in mind. 

Senator O’Manoney. That, of course, I grant. The Congress has 
that power to authorize the construction, but ODM did have the power 
and it had the duty to determine what the goal ought to be. It did 
do that and the goal which is named was the goal higher than the 
grants to the Idaho Power Co., higher than they were capable of 
producing, and at the same time the Department of the Interior 
rejected the public dam at Hells Canyon which would have produced 
the capacity desired. 

Mr. Gray. Well, I am not sure of the difference between the pro- 
posed capacity of the—— 

Senator il mowny. You don’t deny that analysis of the situation, 


do you? 
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Mr. Gray. Well, I am not sure that I quite agree with you be- 
cause I am trying to make the point that ODM could not itself in- 
fluence the decision of the Government, which is in the Congress, as 
to whether or not it should build the high dam. I do not consider 
ODM as having been involved in that controversy. 

Senator O’Manonry. I am not trying to get ODM inolved; I am 
merely trying to determine that ODM did, in fact, fix a goal which 
could have been achieved by the public power dam and which is not 
achieved by the three private power dams. Yet the Department of 
the Interior resisted the efforts of those of us in Congress who were 
sponsoring the Hells Canyon high dam. That is the history, is it not? 

Mr. Gray. Well, I am not 

Senator O’Manoney. Bear in mind, I am not trying to fix any 
responsibility on you. I was careful to avoid that by making it clear 
at the outset of this interrogation that you were merely citing history 
as you found it. This was not your decision; it was the decision that 
was made before you took over the responsibility. 

This conference between the staffs of the Interior Department and 
ODM took place before you appeared on the scene. 

Mr. Gray. Well, that is right, but I would like to make it clear 
to the Senator and I hope he knows that I do not wish to avoid 
any responsibility which is mine in any of this. 

Senator O’Manoney. Of course not. I know you too well to think 
any such thing. 

enator Kerauver. Senator O’Mahoney, let me see if I understand 
the matter fully. As I understand, the Defense Electric Power Ad- 
ministration is in the Interior Department, is it not? 

Mr. Gray. The Defense Electric Power Administration was cre- 
ated in 1950, Senator. 

Senator Keravcver. As I understand it, the Department of the In- 
terior is the adviser to ODM on electric power needs; is that correct ? 

Mr. Gray. At this time; yes. 

Senator Keravuver. At this time? 

Mr. Gray. I think it was true then, also. 

Senator Keravuver. At the time the Hells Canyon matter was under 
consideration the Interior Department was the advisory group that 
ODM looked to for electric power needs ? 

Mr. Gray. That is right. That is what we call a delegate agency. 

Senator Kerauver. The Interior Department was the delegate 
agency insofar as electric power is concerned ? 

Mr. Gray. That is correct. 

Senator Kerauver. The point that Senator O’Mahoney was asking 
about, and I didn’t understand very clearly, was that the Interior 
Department was presented with alternatives of either getting about 
a third more power, continuing its opposition to Idaho Power Co.’s 
application and by recommending a high dam at Hells Canyon; or 
opposing a high dam and recommending 3 low dams of the Idaho 
Power Co. and recommending the issuance of certificates for rapid 
tax amortization for 2 of the 3 low dams. Is that correct? 

Mr. Gray. Well, Senator, let me say this: I think if you are inter- 
ested in what the position of the Department of the Interior was in 
the issue between private and public power, I am really not compe- 
tent to discuss it. 
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Senator O’Manoney. Mr. Chairman, may I intervene at this point 
and say that as a member of the Interior Committee, I can speak from 
memory about what transpired so far as the Department of the In- 
terior has been concerned in this matter. The Department of the 
Interior, prior to the accession of Secretary McKay to the head of that 
Department, was opposed to the issuance of licenses by the Federal 
Power Commission to the Idaho Power Co. for the erection of these 
three dams. 

The previous Secretary of the Interior—I think it was Mr. Chap- 
man—but in any event, one of the previous secretaries to Secretary 
McKay filed appropriate papers with the Federal Power Commission 
to oppose the issuance of the Federal Power Commission licenses. 
The reason for doing as stated by the Interior Department was that 
it preferred to build through the Bureau of Reclamation the high 
dam at Hells Canyon for the specific reason that that would produce 
more power than the other three dams. So that the position of the 
Secretary of the Interior, until Mr. McKay appeared on the scene, 
was to favor Hells Canyon and to oppose the Idaho Power Co.’s 
application. 

After Mr. McKay acceded to the Secretaryship, an order was is- 
sued—I think by him—but certainly by the Department of the Inte- 
rior, that the Department should cease opposition to the issuance by 
the Power Commission of the licenses to the Idaho Power Co. Then 
it was that the Interior Department, which was the department of the 
Government that would cooperate with the Congress to authorize or 
to deny the construction of the high dam at Hells Canyon, then it 
was, I say, that the Interior Department changed its policy and 
instead of approving a public power dam, which would produce the 
increased power, espoused the cause of the Idaho Power Co., which 
could produce only a smaller amount of power. Then, as I under- 
stand it, the Department of the Interior staff conferred with the 
staff of ODM and supported the tax amortization theory. 

Senator Kerauver. Mr. Gray, I suppose that you are not familiar 
with all of that detailed background history. 

Mr. Gray. Lam afraid I am not. 

Senator Keravuver. But it is true, while we are on the subject, that 
ODM did ask the Secretary of the Interior what his opinion was with 
reference to the issuance of certificates for the Idaho Power Co. and 
at the same time referred to the Department of the Interior certain 
communications from Senators and Members of the Congress protest- 
ing the issuance of the certificates; isn’t that true? 

Mr. Gray. I think it is, yes, as I understand it. They were com- 
ments by Members of the Congress, the House and the Senate with 
respect to a memorandum which Dr. Flemming had prepared, and 
these comments, I believe, were transmitted to the Interior Depart- 
ment. 

Senator Kerauver. So the record can be clear, following your testi- 
mony, here is a letter of February 6, 1956, to Dr. Flemming from a 
number of Members of the Congress and Senate, which speaks for it- 
self, which you have furnished our committee. We will file this 
in the appendix of the record. 
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(The letter referred to may be found in the Appendix on p. 1226.) 

Then, Mr. Gray, you are also familiar with a re pe b iy, 
Aandahl, the Assistant Secretary of the Interior, to Mr. Landry, 
response tothe sending of this letter to the Department of the Tesraeer, 
aren’t you ? 

Mr. Gray. Yes. 

Senator Kerauver. Mr. Aandahl’s letter to Mr. Landry we will 
have printed following the letter of the Members of Congress. 

Mr. Landry is one of your aids in ODM, is he not? 

Mr. Gray. He is an Assistant Director of ODM. 

Senator Keravuver. Mr. Aandahl’s letter is dated April 27, 1956; the 
letter from the Congressmen is dated February 6, 1956. 

I call your attention to the fifth paragraph in Mr. Aandahl’s letter 
to Mr. Landry, which I think is pertinent here: 


It is apparent that the group comments— 


that is the letter from the Members of the Senate and Members of 
the House— 


is a continuation of the contest between those who want Federal development of 
the power site and those who would prefer private enterprise development. It is 
certainly not a function of the Office of Defense Mobilization to participate in the 
contest, nor is it a function of the Department of the Interior in its assistance 
to ODM to, in processing applications for certificates of necessity, become a 
participant. To refuse to grant these certificates of necessity or to comment on 
many of the items in the “group comment” would be doing just that. 

So that the Department of the Interior did recommend noncomment 
on the letter on many parts of the letter, and also use its influence or 
make its recommendation that the Idaho Power certificates be granted; 
is that correct? 

Mr. Gray. I think that is right. 

Senator Kerauver. Did the Senators ask for hearing on this peti- 
tion ? 

Mr. Gray. An honest answer is I don’t know, but I don’t think so, 
Senator. 

Senator Kerauver. You were not there, but the letter does say that 
they asked for hearing. 

Mr. Gray. Well, I apologize for giving an incorrect answer. 

Senator KEravver. There was a connection. The Interior Depart- 
ment did play a key part in the issuance of the certificates or a con- 
nection, also, with the action taken as between the high dam and the 
low dams; is that correct ? 

Mr. Gray. Well, I would have to repeat, Mr. Chairman, that I did 
not feel that issuing the certificates went to the merits of that contro- 
versy. As to what part the Department of the Interior played with 
respect to the legislation, I think Senator O’Mahoney has covered that 
from his own experience. 

Senator O’Manonery. The Interior Department did recommend the 
issuance of certificates ? 

Mr. Gray. That is correct, sir. 

Senator O’Manoney. I see you are to testify about that later on. 
You have it written down in your statement. 

Mr. Gray. That is right. I am trying to make a point, Senator, 
and if you will forgive me for repeating that, I do not consider that 
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the issuance of these certificates relate to the merits of the controversy 
as between the public power and private power. These certificates 
were filed—— 

Senator O’Manoney. I will agree with you that they probably 
shouldn’t relate, but whether they did relate is another question on 
which I don’t think you are in a position to testify because these 
things happened before you came on the scene. 

Mr. Gray. I won’t express my opinion. 

Senator Kerauver. Mr. Gray, the Interior Department set the 
goals on power, didn’t it? 

Mr. Gray. No. 

Senator Keravuver..Or advised on the goals? 

Mr. Gray. Advised, yes. 

Senator Keravuver. The applications here were sent to the Interior 
Department for its consideration and they were returned to you with 
recommendations that they be granted ? 

Mr. Gray. That is correct. 

Senator Kerauver. Are there any other questions at this point from 
any other Members of the Senate. 

enator Carrott, Mr. Chairman, I wonder if I could get this 
straight in my mind, in view of Senator O’Mahoney’s historical 
analysis ¢ 

What was the goal? How many kilowatts was the goal when you 
closed the goal in January ? 

Mr. Gray. A total of 150 million kilowatts. 

Senator Carrott. Mr. Chairman, it might be a part of the record 
at this time to document this matter by year: this agency was created 
in 1950 and we find in 1951 and 1952, according to Dr. Gray’s state- 
ment on page 6, a 17 million kilowatt expansion program planned 
for 3 years. 

As I recall, Mr. Oscar Chapman was then the Secretary of the 
Interior and it was during this period of time when this goal was 
established that Secretary Chapman was objecting to the issuance 
of a license for these lower dams. 

After the establishment of the then goal, we now move into the 
period—again reading from page 7 of your statement—on March 19, 
there was a further expansion of goal 55 and it was increased to 
117 million kilowatts and that was to terminate on December 31, 1954. 
Then there was a further increase December 31, 1951, according to 
your statement. 

All this, Mr. Chairman, brings to my mind that during this period 
of time when there was this continued activity on the part of the 
then Secretary of Interior, who I assume, had something to do with 
the Defense Electric Power Administration—that was, was it not, 
under the Department of the Interior? 

Mr. Gray. Yes, sir. 

Senator Carroiy. They did participate in these goals? 

Mr. Gray. That is right. 

Senator Carrot. There was that objection at that time to the crea- 
tion of these lower dams? They were in favor of the higher dam be- 
cause of its increased output. 





RAPID AMORTIZATION IN REGULATED INDUSTRIES 205 


At the time just before you closed this goal, I think you testified 
that one of the reasons you thought there tomldn be discrimination 
against Idaho Power was because they had filed their application 
before the closing date. 

Mr. Gray. And had met all of the requirements, yes. 

Senator Carrotu. Therefore, you took into consideration what their 
output would be to achieve the goal. Therefore, did you assume that 
the license would be issued and validated to them ? 

Mr. Gray. The license was issued and not until the litigation was 
terminated were these certificates issued. 

Senator Carrouu. I am not trying to fix any responsibility on you 
at all, but looking at the record, as you see it, isn’t it quite clear 
that this goal had been held up for 2 years pending the day when 
the Idaho Power application would be approved? You testified it 
would be approved, from the record, as I see it. 

Mr. Gray. The Idaho Power application and the added power that 
they would generate were figures against the goal of 150 million kilo- 
watts, yes, sir. 

Senator Carrow. It was assumed that it would be validated. Time 
after time, by virtue of your own record, as I read it, there was an 
extension, a modification extending the waiting for this eventuality 
to happen, this legal decision to come. 

Mr. Gray. Well, I would not be able to agree that the extension of 
the goals or the change that took place from time to time was specifi- 
cally related to the Idaho Power Co.’s application. 

Senator Carrott. What is your deadline by your goal for Decem- 
ber 31,1958? Is that a construction deadline ? 

Mr. Gray. No, it means that unless the added power is available at 
that time and unless there is a circumstance which justifies some delay, 
the tax amortization certificates are not valid. One of the conditions 
for these tax amortization certificates was that the added power be 
brought into production and be made available by December 1958. 

Senator Carroiy. Don’t you know that one of your certificates is- 
sued for the Oxbow Dam says it is not to be started until after the 
deadline, not to even be started, so you can’t get production unless it 
is started,can you? How did you justify that? 

Mr. Gray. I don’t know that one of them isn’t to be started until 
after 1958. 

Senator Carronz. It is my information that it will not be started 
until after the deadline of the goals set up by your statement, which 
is December 31, 1958. It is this sort of thing that raises a doubt in 
my own mind—not about your administration, because this is the 
history of the period prior to your appointment—but whether or not. 
there has been a manipulation to delay and amend the goals to permit, 
the issuance of a certificate, capedalie when you testify that it has 
been included in the total. 

Mr. Gray. I don’t think, Senator, that there has been such 
manipulation. 

Senator Carrot. Will you check that and see about this Oxbow 
situation, about the construction period ? 

Mr. Gray. Yes, sir, I would be glad to. 


94133—57—pt. 1-——14 
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Senator Carroxu. I would like to have your comment and place it 
in the record. 

Mr. Gray. All right, sir. 

(The information is as follows :) 


+ 


No. 588 


on 


EXECUTIVE OFFICE OF THE PRESIDENT, 
OFFICE OF DEFENSE MOBILIZATION, 
Washington, D. C., May 29, 1957. 
Gordon Gray, Director of Defense Mobilization, released today the following 
letter sent to Senator Estes Kefauver, chairman of the Senate Judiciary Sub- 
committee on Antitrust and Monopoly : 
May 28, 1957. 
The Honorable Estes KEFAUVER, 
Chairman, Antitrust and Monopoly Subcommittee, Senate Committee on 
the Judiciary, United States Senate, Washington, D. C. 


DEAR SENATOR KEFAUVER: You will recall that in the course of my appearance 
before your subcommittee on May 27, you asked me if I were familiar with 
testimony by an attorney for the Idaho Power Co. at a Senate subcommittee 
hearing in March which cast doubt upon the intention of the Idaho Power Co. 
to carry forward construction of the Oxbow Dam on a schedule which met the 
requirements of the tax-amortization certificate, namely, completion by Decem- 
ber 31, 1958. You also inquired whether I had seen a news report which pur- 
ported to quote the President of the Idaho Power Co. as saying that construction 
of the Oxbow Dam would not be completed until 1961. I replied to you that I 
was not familiar with either of these reports. 

Upon return to my office at the conclusion of the hearing, I dispatched a tele- 
gram to Mr. T. E. Roach, president of the Idaho Power Co., reading as follows: 


May 27, 1957. 
Mr. T. E. Roacu, 
President, Idaho Power Co., 
1220 Idaho Street, Boise, Idaho: 


I am informed testimony of attorney for Idaho Power Co. before a congres- 
sional committee in March indicated that Oxbow capacity would not be available 
by December 31, 1958. I was also confronted today with newspaper clipping 
reporting public statement by you in New York in early May indicating that 
Oxbow would not be in operation until some time in 1961. These statements 
appear not to be consistent with the statements made to the Government by your 
Vice Presidents Inman and Kimball. This is a matter of extreme importance 
and I would appreciate word from you by wire, with amplification if necessary 
by following letter, whether Idaho Power has the present intention and the clear 
capacity to meet the requirements as to time imposed in connection with the 
granting of accelerated amortization certificate. 


GorDON GRAY. 
This afternoon I received a telegram reading as follows: 


TWIN FALLS, IDAHO. 
Hon. Gorpon GRAY, 
Director, Office of Defense Mobilization, 
Executive Office Building: 

Referring to telegram regarding our Oxbow project which just reached me 
here, I desire to advise you emphatically that we plan to push construction as 
rapidly as possible and have Oxbow plant completed by December 31, 1958, as 
specified in ODM certification. Equipment for plant is now being manufactured 
under firm contracts with delivery dates so scheduled as to insure plant’s being 
in service by that date. We have completed operators’ village, school, gravel- 
processing plant, access roads, plugging of former railroad tunnel through the 
river bow in reservoir area, and are currently preparing existing power tunnel 
for river diversion as soon as spring river runoff permits. 

Statement by R. P. Parry, attorney before Senate subcommittee hearing in 
March, did not relate to our present construction program, but related solely to 
a chart showing power surpluses and deficiencies, which would exist if construc- 
tion of all three licensed plants were carried forward on a schedule conforming 
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with terms of our FPC license which provided for Oxbow completion not later 
than 1961. 


Have not seen newspaper article to which you refer but contrary to inference 
in that article my reported statement in New York was made in answer to a 
direct question concerning specific FPC license requirements as to construction 
schedule and did not relate to company’s present construction intentions or 


current construction activities. Our firm plans are to have both Brownlee and 
Oxbow on the line by the end of 1958. 


As evidence of our continuing intentions and good faith, I direct your attention 
to the aggressive construction program carried on continuously since November 
1955 on these projects in spite of legal uncertainties as to our license status which 


were resolved only yesterday by the United States Supreme Court’s final denial 
of petition for rehearing. 


T. BE. Roacwy, 
President, Idaho Power Co. 


{ respectfully request that you incorporate this letter into the record of the 
hearings. 


Sincerely yours, 
Gorpon Gray, Director. 

Senator Kerauver. Mr. Gray, while we are interrupted and while 
we are talking about goals and about changes in the goals, counsel for 
the committee, when you were good enough to let him examine the 
file, found in the Oxbow file of ODM a folded over page—page 4—, 
which was part of a copy of a staff paper on electric power in re Oxbow 
and Brownlee of January 11, 1956. Will you get that? Did you 
bring it with you? 

Mr. Gray. I am sure that it is in the file. May I see the file? Iam 
sure it is in here. 

Senator Krrauver. Will the gentleman who has the file bring it 
around ¢ 

Who is Mr. Farrell, Mr. Gray ? 

Mr. Gray. Mr. Farrell is the Deputy Chief of the Tax Amortization 
Branch. 

Senator Kerauver. And this is Mr. Wyckoff? 

Mr. Gray. Yes. He is Chief of the Tax Amortization Branch, 

Senator Kreravver. Would you state your position ? 

Mr. Wycxorr. J. B. Wyckoff, Chief of the Tax Amortization 
Branch, Office of Defense Mobilization. 

Senator Kerauver. Mr. Gray, will you get the paper I referred to? 
I think you are familiar with it. 

I have not seen it, so I would like to examine it with you, if I may. 

I understood that at page 4 the paper was folded over. 

Mr. Gray. I wouldn't know about that. 

Senator Krravver. As I look at it, it seems to be folded over. 

Up at the top of page 4, written in pencil, appears to be “Adams, 
Elmer Bennett, Governor Powell, Jerry Morgan, Persons,” and then 
next is mimeographed, “in order to be eligible for certification. Cer- 
tifications under the reopened goals,” and so on, and then “Amount 
certified, $1,198 million; amount amortized, $494,100,000; capacity in 
kilowatts, 5,990,000.” 

Then written almost on top of that in pencil, “Goal is closed—was 
charged against the goal—if for any reason the goals were reopened, 
the criteria would be reexamined.” 

Have I read that right ? 

Mr. Gray. I think you have. 
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Senator Kerauver. Whose handwriting is that, Mr. Gray ? 

Mr. Gray. I will have to ask Mr. Wyckoff. 

Mr. Wyrcoxorr. It is mine. at 

Senator Keravuver. Mr. Wyckoff, that being your handwriting, who 
is the Adams referred to? 

Mr. Wycxorr. I think it is Mr. Sherman Adams. 

Senator Kerauver. What did he have to do with it? 

Mr. Wycxorr. It is a note which I made after talking with Mr. 
Gray regarding the press release that was to be issued at the time when 
I was advised about the issuing of these certificates. 

Mr. Gray. May I speak of that, Mr. Chairman ? 

Senator Kerauver. Yes, indeed. 

Mr. Gray. After I had made my decision with respect to the issu- 
ance of these two tax amortization certificates, I undertook to in- 
form those individuals who I though should know that the tax cer- 
tificates were to be issued. Among those I informed was, of course, 
Mr. Wyckoff, who is a staff man, and those who were informed about 
the decision and informed that there would soon be issued a press re- 
lease, with respect to the decision, were Mr. Adams, Elmer Bennett— 
I am afraid that my accent has somewhat confused the record here 
because the Governor Powell you read, in talking with Mr. Wyckoff, 
what I said was Governor Pyle—P-y-l-e. 

Senator Kerauver. It is not very clear on that piece of paper 
whether it is Pyle of Powell. 

Mr. Gray. Well, it is spelled P-o-w-e-l-] here, but I can assure you 
that this must have been what happened. 

Senator Keravver. Is that Howard Pyle? 

Mr. Gray. Yes. 

Also, Jerry Morgan and Persons. I am sure that is General Per- 
sons. 

Senator Kerauver. That is Gen. Jerry Persons? 

Mr. Gray. That is right. 

Now, this was a notification to them, after I made my decision. I 
told Mr. Wyckoff that these people had been notified and then I had 
the problem of preparing an appropriate press release. 

Senator Kerauver. I don’t want to interrupt you, but could you 
tell us the date that you made your decision and did you call these 
people ersonally and notify them ? 

Mr. Gray. I notified these people or I talked to these people, Sena- 
tor, and the date I made the decision was about April 10, I think. I 
am not quite sure of the date, but in any event the certificate was 
granted on the—I will have to get these dates precisely. I don’t 
have the press release, but they would have been announced formally 
in the routine announcement of tax amortization certificates, which are 
announced periodically—not individually, but in groups—that have 
been acted upon in a period of time. Prior to the that announcement, 
Ihada aul press conference, and knowing the sensitivity and con- 


troversial character of these applications, I took that occasion myself 
to say to the press that these applications had been granted and that 
they would appear in the routine release. This would have been 
3 or 4 days later. 
Senator Kerauver. What was the date of your press conference? 
Mr. Gray. Well, it was a Thursday about the 25th of April. I 
would prefer you let me provide the date for the record. 
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Senator Keravver. The certificate was issued on the 25th and your 
press conference was on the Thursday before the 25th, is that right? 

Mr. Gray. I beg your pardon ? 

Senator Kerauver. The certificates were issued on the 25th and it 
was on 

Mr. Gray. No; the certificates were actually issued on the 17th. 
They would have been reported in due course on the 25th, and my 
press conference took place about the middle of the week, between the 
18th and the 25th, coal get that date. I just do not have the 
copy here. But these notes were the reflection of my telling Mr. 
Wyckoit who would be notified about the decision, and the other note 
which you read which says—— 

Senator Krrauver. Please go on. 

Mr. Gray. Goal closed—was charged against the goal. These were 
points that were made to me about what should be in the press release : 
One, that the goal was closed, that was indicated; that these applica- 
tions were charged against the goal, that was indicated; and then a 
suggestion had been made to me that the press release should also say 
that if, for any reason the goal were reopened, the criteria would 
be reexamined. 

I determined not to put that thought into the press release because 
I saw no basis for supposing that this goal would be reopened. I saw 
no purpose in referring to a reopening of the goal because, as far as I 
am concerned, I do not think there is any consideration being given to 
reopening it. 

But these notes were related to the notification that I had arrived 
at a decision, and then the process of developing a press release. 

Senator Kerauver. Mr. Gray, then I understand you called them 
about a week before the press conference. Is that what I understood 
you to say ? 

Mr. Gray. I think that would be about the timing; yes. 

Senator Kerauver. Mr. Gray, why did you happen to call these 
particular people—Governor Adams, Elmer Bennett, Governor Pyle, 
and General Persons? 

Mr. Gray. I thought these were people who ought to be notified, 
they ought to know, = they seal it in the paper, that these appli- 
cations were to be granted. 

Senator Kerauver. Was there anything in the file to indicate that 
they had asked to be notified ? 

Mr. Gray. No; I think not. 

Senator Keravuver. Had you talked with any of them about it 
previously ? 

Mr. Gray. I discussed these applications with a number of people, 
Senator, but as far as these individuals were concerned, I told them 
what my decision was and that it would soon be announced and that 
was the purpose of my discussion with them. 

Senator Kerauver. Did you talk with either one of them before you 
called them on the telephone on or about April 10? 

Mr. Gray. Did I talk with any oneofthem? Idonot know 

Senator Kerauver. Did you talk with Governor Adams on the tele- 

hone ¢ 
° Mr. Gray. About the Idaho Power? 
Senator Krerauver. About the certificates? 
Mr. Gray. No, sir; I did not. 
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Senator Keravver. Did you talk with Governor Pyle? 

Mr. Gray. Senator, let me recapitulate what happened in this. 
When the Supreme Court decided not to review this case, and there- 
fore the legal inhibitions were no longer in this picture, the staff 
brought to my attention the fact that the Supreme Court had acted. 
Let me say that this is a matter which Dr. Flemming had pointed out 
to me, among a great long list of things which were held in abeyance 
or which were pending when he departed. So that I was familiar 
when I came into office that the Idaho Power cases were pending. But 
having learned of the removal of the legal implications, that is, the 
Supreme Court action, I went into this matter with the staff. I satis- 
fied myself that these certificates should be granted and notified vari- 
ous individuals that they would be granted, including those whose 
names you have read into the record. 

Senator Keravuver. Why was it, then, that you notified them at that 
time, Mr. Gray ? 

Mr. Gray. Because I felt they should be notified and know about 
it before they read it in the newspapers. 

Senator Krravuver. Just what made you think they should know 
about it before they read it in the newspapers ? 

Mr. Gray. Well, this is a matter in which there has been a very con- 
siderable amount of interest, both in Government and out, and it was 
my determination that they should be notified. 

Senator Keravver. Do you usually notify four people in the White 
House every time you issue a certificate ? 

Mr. Gray. No, sir. 

Senator Kerauver. What was so unusual about it that made you 
think 

Mr. Gray. This is a very unusual case, Mr. Chairman, in the first 
place 

Senator Keravuver. What is so unusual about it, Mr. Gray? 

Mr. Gray. Well, for one thing, the applications had been pending 
such a long time and had not been acted upon during the litigation 
period. Also, this is a case which has evoked many times the interest 
of the normal, routine applications which are granted. This is one 
that has been highly publicized. So, I think this is quite different 
from many of the applications which are granted. 

Senator Keravver. You had only been in office about a month when 
you called them on the telephone, hadn’t you ? 

Mr. Gray. That is right, about right; yes. 

Senator Keravver. Why was it you thought the White House was 
interested to the extent that you called four people over there? 

Mr. Gray. I thought it was important that these individuals know 
that I was about to release this information, Senator. 

Senator Keravuver. Why was it important, Mr. Gray ? 

Mr. Gray. I have already tried to indicate, Mr. Chairman, why I 
thought it was important. This is a case which had evoked a tre- 
mendous, widespread interest, in which there was bound to be a great 
deal of disagreement. JI am a member of the Executive Office of the 
President, and I operate under delegated authority from the Presi- 
dent, and I felt that these individuals should be informed about 
the proposed action before they read it in the newspaper. 

Senator Kerauver. Mr. Gray, did Dr. Flemming suggest that you 
call them all when you took over from him? 
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Mr. Gray. No; I do not think Dr. Flemming made such—— 

Senator Keravuver. Did he suggest that you call any of them? You 
say he gaye you a list of things pending and said this was pending? 

Mr. Gray. That is right. 

Senator Kerauver. Did he suggest that you immediately inform 
four White House officials when you acted upon it ? 

Mr. Gray. Mr. Chairman, as far as what Dr. Flemming suggested 
to me about all the matters pending that he felt needed attention, 
when he left office and which were not completed, it seems to me that 
his recommendations and advice to me about handling these matters 
should be covered under executive privilege. 

Senator Kerauver. You do not mean you are going to plead privi- 
lege here, Mr. Gray ? 

Mr. Gray. I think that when appropriate, I do, Mr. Chairman. 

Senator Krravver. Do you think whether he told you these people 
should be notified would be a privileged matter ? 

Mr. Gray. I think that the discussions which Dr. Flemming might 
have had with his successor about this and a variety of matters which 
relate to intergovernmental relationships would be privileged; yes. 

Senator Keravuver. I am not going to ask you about a variety of 
matters. We might as well get it one way or the other whether you 
are going to plead privilege. 

Did Dr. Flemming tell you that the White House was interested 
in the issuance of these certificates and talk with you about calling 
these officials as soon as you acted upon them? 

Mr. Gray. Dr. Flemming pointed out to me that there was great 
interest in the certificates. He did not make specific suggestions to 
me about calling people, no, sir. 

Senator Kreravver. Perhaps not specific suggestions. Did he make 
general suggestions? Did he tell you the White House wanted these 
certificates issued ? 

Mr. Gray. He did not. 

Senator Kreravver. Just what did he tell you about the interest of 
the White House? 

Mr. Gray. I do not think he told me anything about the interest of 
the White House. 

Senator Keravver. Or White House officials? 

Mr. Gray. What was that? 

Senator Keravver. What did he tell you about the interest of any 
White House officials? 

Mr. Gray. Not anything. 

Senator Krravuver. If he did not tell you anything, did you find 
anything in the record that indicated that Adams, Morgan, Persons 
or Pyle, were interested ? 

Mr. Gray. No, no, I did not. 

Senator Krrauver. Prior to your calling them on the telephone to 
tell them that the certificates were going to be issued, did you call 
Governor Adams, or did he call you, to discuss this matter? 

Mr. Gray. Senator, you have been saying, “calling them on the 
telephone,” and 

Senator Krravver. Call him or see him. I mean did you discuss it 
with him prior to the—— 

Mr. Gray. Prior to my decision? 


£; 











212 RAPID AMORTIZATION IN REGULATED INDUSTRIES 


Senator Keravver. Prior to your callmg him on the telephone? 

Mr. Gray. I did not discuss this, in the way that you imply, prior 
to my own decision that these certificates should be granted. 

Senator Keravver. I am not implying anything. I am just asking 
you if you discussed it with him, Mr. Gran: Did it come up in dis- 
cussion ¢ 

Mr. Gray. It did not come up until such time as I notified him that 
the certificates would be granted. 

Senator Keravuver. In other words, he never mentioned the matter 
to you, and you never mentioned it to him until you called him on 
the telephone to tell him the certificates had been issued ? 

Mr. Gray. As to calling on the telephone, I think I can say, Senator, 
that the method and manner of my notification to these individuals is 
something that I would say is executively privileged. But my reply 
to you is that the first conversation I ever had in any way, shape, or 
form on these certificates with the individuals named was in connec- 
tion with my announcing or notifying them that I had made this 
decision. 

Senator Kerauver. Do you object to telling us how you told them? 
I have been saying, “call them on the phone.” I thought that was 
the term you used. How did you notify them, Mr. Gray? 

Mr. Gray. Senator, it does not seem to me it is important to this 
committee to know other than what I have told you, that these names 
came into this picture as a result of my determination to notify them 
that these actions were about to be taken and to discuss the contents 
of a press release. 

Senator Kerauver. You never discussed this matter with any of 
these individuals in any way, shape, or form before you met with 
them, or called them on the telephone, or notified them that you were 
going to issue the certificates? 

Mr. Gray. That is correct. 

Senator Kerauver. How about Mr. Wyckoff? 

Mr. Wycxorr. I have never talked to them about it. I simply made 
a note that these people were to be advised as to the wording of the 
press release and whether or not certain things were to be put in it. 

Senator Kerauver. Mr. Wyckoff, whom did you talk with? Did 
you talk with anyone at the White House about this matter ? 

Mr. Wyrcxorr. No. 

Senator O’Manoney. Mr. Chairman? 

Senator Kerauver. Senator O’Mahoney. 

Senator O’Manonry. May I request the reporter to read Mr 
Wyckoff’s last answer? 

Senator Keravuver. Yes. 

(The answer was read back by the reporter.) 

Senator O’Manoney. Who told you they were to be advised? 

Mr. Wycxorr. Mr. Gray. 

Senator O’Manonry. Did you advise them? 

Mr. Wrcxorr. Regarding the press release? No. 

Senator O’Manonry. Did you advise them? Did you carry out the 
instructions you got from Dr. Gray? 

Mr. Wrcxorr. No; that was handled by our press service, and I made 
a note to make sure that the people in the press service-——— 

Senator O’Manonery. You made the note in order to make sure that 
you would do a certain thing. What did you do? 
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Mr. Wycxorr. That a certain thing would be done. 

Senator O’Manonry. What did you do? 

Mr. Wycxorr. I checked with the press service to see whether the 
press release, after it had been prepared, was checked with these 
veople. 

Mr. Gray. Mr. Chairman, I think that the record ought to be clear 
that I did not ask Mr. Wyckoff to do anything. He made, apparently 
made, these notes. I did not know that he made them at the time. 

Senator O’Manoney. I suggest the reporter read to you, Mr. Gray, 
the answer that Mr. Wyckoff gave. 

( The answer referred to was read by the reporter.) 

Senator O’Manoney. Mr. Gray, there is a plain statement, in the 
words of Mr. Wyckoff, that he made that note that these people were 
to be advised of the wording of the release. 

Mr. Gray. But, Senator, I do not think that you can read into Mr. 
Wyckoft’s statement that he was 

Senator O’Manoney. I am trying to find out from you. I am not 
testifying. You are testifying. 

Mr. Gray. I undertook to advise him, as I already testified. 

Senator O’Manonry. What did you advise him to do? 

Mr. Gray. I did not advise Mr. Wyckoff to do anything except—— 

Senator O’Manonry. Why did he make the note? 

Mr. Gray. I cannot answer that. I think for his own purposes, I 
suppose. I told him—— 

enator O’Manoney. Did you talk to him? 

Mr. Gray. Yes; I did talk to him. It was on the basis of this con- 
versation, obviously —— 

Senator O’Manoney. Did he tell you what he told the committee 
just now he did? 

Mr. Gray. He says that he made a note that these people were to 
be advised, not that he was to advise. 

Senator O’Manoney. Did you tell him to advise them ? 

Mr. Gray. No, sir; I did not tell him to advise them. 

Senator O’Mauoney. How did you conceive the notion, Mr. 
Wyckoff, that they were to be advised ! 

Mr. Wycxorr. Mr. Gray’s statement. 

Senator O’Manoney. He told you? 

Mr. Wrcxorr. That they were to be advised. 

Senator O’Manonry. He told you they were to be advised. 

Mr. Gray. But not that he was to advise them. 

Senator O’Manonry. No, no; of course not. Do not divert the 
issue. I am not closing my mind to what the words are. Mr. Wyckoff 
has plainly said that he made those notes because you told him that 
these people were to be advised. 

Mr. Gray. That is what I testified. 

Senator O’Manoney. And you say, “No.” 

_Mr. Gray. No; I say, “No; he wis not to take the action of ad- 
vising.” 

Senator O’Manoney. I did not ask that question. 

Mr. Gray. I do not understand your question, Senator. 

Senator O’Manoney. Why did you instruct him that these people 
were to be advised ? 
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Mr. Gray. I did not instruct him. I told him that they were to 
be. I was stating a fact, not an instruction. And I have already 
testified that I undertook to advise them. 

Senator O’Manoney. All right, then, if he did not advise them, or 
did not see that they were advised, did you? 

Mr. Gray. Yes. I have already testified that I did. 

Senator O’Manonry. How did you do it? 

Mr. Gray. Well, I do not know that that is material to your in- 

uiry, Senator. I have indicated I did advise them, thinking they 
should be advised. 

Senator O’Manoney. I am not going to bother you or harass you 
about the matter, Mr. Gray, but I will just recite a little bit of history. 
We had a similar hearing last year on the Dixon- Yates contract under 
the chairmanship of Senator Kefauver. At that time, there were 
conferences and meetings in the White House between people in the 
White House and the heads of various departments. The witnesses 
on the Government side pleaded privilege. They tried to avoid an- 
swering the questions. They thought it was none of Congress’ busi- 
ness to know what was being done. But the final result was that 
the President eventually canceled the contract that was the subject 
of these interviews. 

The note which has been submitted to us, as Senator Kefauver has 
clearly pointed out, the handwritten notes on Oxbow file, contain the 
names: Adams—and Mr. Wyckoff said that is Sherman Adams— 
Governor Powell—the testimony is that should be Governor Pyle— 
he is a White House official ? 

Mr. Gray. That is right. 

Senator O’Manongy. Elmer Bennett; he is the man who has just 
been nominated to be Solicitor of the Department of the Interior. 
He has not yet been confirmed, but the committee has recommended 
his confirmation. However, he was not a White House man, he was 
an Interior Department man. 

Mr. Gray. Yes, he is. 

Senator O’Manoney. He is also adviser to the Secretary of the 
Interior. Then there is Jerry Morgan, the attorney to the President, 
and General Persons, who is his legislative liaison. 

The mere writing of those notes on this Oxbow file is testimony 
enough to convince any reasonable person that somebody felt the 
White House was vitally interested in the matter. 

Mr. Gray. I have testified that I thought the White House should 
know about it, Senator. 

Senator O’Manoney. Oh, yes, I know you felt they should know 
about it. But how did they receive the notification from you? 

Mr. Gray. I told the individuals—— 

Senator O’Manonry. Pardon? 

Mr. Gray. I, myself, notified the individuals of my decision that 
these certificates would be granted. 

Senator O’Manonry. How did you notify them? 

Senator Keravuver. The Chair rules that is germane, Mr. Gray. 

Mr. Gray. Well, I do not think Mr. Chairman 

Senator O’Manonry. Why are you dodging? It is a perfectly 
simple question ? 

Senator Keravuver. Just a minute. The chairman instructs you to 
answer the question. 
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Mr. Gray. I think that I will claim executive privilege, Mr. Chair- 
man, 

Senator Keravuver. The record will show that you refused to an- 
swer how you notified these four officials in the White House. 

I want to say in that connection that I think, Mr. Gray, you ought 
to reconsider your claim of executive privilege. 

What we want to know is: Did you call them on the phone, did 
you go over there, did you call a conference? I think the committee 
1s entitled to know the means of communication. 

I want to see if you do not want to reconsider. 

Senator O’Manonry. Mr. Chairman, in that connection I want to 

suggest—may I have the attention of Mr. Gray ? 

~ Senator Keravver. Let’s give him time to see if he wants to 
reconsider. Let’s see what Mir. Gray’s answer is. 

Mr. Gray. Mr. Chairman, I will say, in response to the question, 
that I told these individuals in person. 

Senator Kerauver. Did you call a meeting and go to the White 
House to tell them ? 

Mr. Gray. I repeat that I told these individuals in person. 

Senator Kerauver. Do you refuse to answer the question I have 
just asked you? The question was: Did you call a meeting and go 
to the White House in person to tell them ? 

Mr. Gray. Yes. 

Senator Keravuver. You refuse to answer ? 

Mr. Gray. Yes. 

Senator Krrauver. All right, Senator. 

Senator O’Manonery. Did the individuals receive your message? 

Mr. Gray. I am not sure I know what you mean by How did they 
receive it? Tannounced my decision. 

Senator O’Manoney. May I say this to you, Mr. Gray, in all 
sincerity 

Mr. Gray. Yes. 

Senator O’Manoney. The testimony that has been submitted here 
by Mr. Wyckoff and by you demonstrates, i in my opinion, as a lawyer, 
that you have waived the question of privilege and, therefore, you 
were well advised by Mr. Kendall to answer the question when the 
chairman demanded you do so. The reason for it is this: Mr. Wyckoff 
testified that he made these notes in response to advice from you that 
these people were to be advised. The impression from his answer was 
that that was a matter of seeing that the release was transmitted. 
Then after Mr. Wyckoff’s answer, you testified that you had personally 
communicated with these individuals. So the responsibility is all 
on you. 

So far as I am concerned, the question here is whether or not there 
was an attempt to force this action, because this notice went not only 
to the representative of Secretary Seaton, Mr. Bennett, but it also 
went to the high command in the White House. You could not ge 
any higher unless you went to the President himself. 

That was exactly the situation in the Dixon-Yates matter, and it 
finally resulted in the action of the President in canceling the contract. 

Senator Krravver. Anything else, Senator O'Mahoney? 

Senator O’Manoney. On the next page of your statement—we have 
been interrogating you and not permitting you to finish your state- 
ment—on page 12 you have written down these words: 
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On October 25, 1955, the Department of the Interior recommended to the Office 
of Defense Mobilization the issuance of necessity certificates on both projects 
for the following reasons: 


And then: 


The Oxbow and Brownlee hydroprojects of the Idaho Power Co. will con- 
tribute to the power-supply shortage in the Pacific Northwest * * * 
and so forth. 

There is nothing in that it indicate that the power shortage or the 
goal which has been declared would be achieved. Every bit of testi- 
mony to date indicates that there was a policy to give preference to 
the Idaho Power Co., even though the construction of these projects 
would not attain the goal that could be attained by the building of 
Hells Canyon. When we have the head of the Office of Defense 
Mobilization appearing before a Senate committee and stating that he 
cannot answer the question which the chairman and the members of 
the committee asked, there is only one conclusion to be drawn, and 
that is the same conclusion that President Eisenhower drew when 
he was asked at his press conference about Dave Beck citing the fifth 
amendment. 

Mr. Gray. I do not think, Mr. Chairman, that it is fair to relate 
these two things. I think that is not a similar circumstance. And I 
would like to repeat to you 

Senator O’Manoney. Of course, it is not a similar circumstance in 
the nature of what was done, but in the concealing from Congress of 
what the policy was, it is the same category. The pleading of privi- 
lege, whether it be on the grounds that Dave Beck cited, that it might 
tend to incriminate him, or on the grounds that you cited, that it is 
an executive communication which should not be revealed, shows a 
desire to cover up something. 

There is nothing involved in this that affects the national security. 
It is a justifiable thing and perfectly honest thing for any citizen of 
the United States to prefer private power to public power, that is 
true. There is nothing dishonorable about it. I just think it is not 
in the public interest. You may think otherwise. 

Mr. Gray. I do not have an opinion on that, Senator. I do not think 
that is any way involved. as I testified. or attempted to testify before. 
in the granting of these certificates. 

But I should like to repeat what I have said, that when the litiga- 
tion was out of the way in these cases and it was clear that action should 
be taken one way or the other, I went into it personally, I made a 
decision, and if the implication is that I made a decision on any 
instructions, the implication is quite wrong. I was under no instruc- 
tions from any source. 

Senator O’Manonry. No one here made any such implication. The 
chairman did not; I did not. 

Senator Kerauver. No. Mr. Gray, I asked you what made you 
think these men were so interested in the matter. 

Mr. Gray. I have testified, Senator, that this is a case which, just 
by the virtue of the very fact that you are having this hearing this 
afternoon, is a case of unusual interest. It was, as I have indicated, 
an application—or, the two applications had been pending for a long 
time. There had been a great deal of public discussion about it, and 
it was my conclusion that there were certain people who ought to know 
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about this before they read it in the newspaper, and they would have 
no way of knowing unless I notified them of the impending decision. 

Senator Kerauver. There are other people of great importance in- 
terested besides these four people in the White House. There were 
quite a number of Senators who had gone to the trouble to write long 
letters to ODM. Why didn’t you come up and tell the Senators, if you 
wanted the important people to know, Mr. Gray 4 

Mr. Gray. I do not think I said I just wanted important people to 
know 

Senator Kerauver. What was so particular about these men that 
made you pick them out rather than the Senators ? 

Mr. Gray. I have already said, Senator, that these were individuals 
who I felt—as to whether I should have notified you about it, that is a 
different question. Perhaps I might 

Senator Kerauver. Just spose what made you think that Mr. 
Sherman Adams was interested? What process of reasoning in your 
mind brought you to the conclusion that Sherman Adams should be 
notified ? 

Mr. Gray. I do not thitik that I can give you the processes of 
reasoning in my mind. I concluded that it was important for him to 
know and not read about it in the newspapers. 

Senator Kerauver. But what caused you to conclude that, Mr. 
Gray? 

Mr. Gray. I have already indicated, Senator, that this was a matter 
which was of great interest as distinguished from the usual run of tax 
amortization certifications, and as a member of the executive office of 
the President, I think it would always be my policy to inform in- 
dividuals in the office of the President when a decision I was about to 
make would be one of widespread interest. 

Senator Kerauver. Have you issued other certificates since you have 
been in office ¢ 

Mr. Gray. Yes; there have been other certifications. 

Senator Kerauver. Did you notify Mr. Adams before announcing 
them ? 

Mr. Gray. No, sir. 

Senator Krerauver. Did you notify anyone in the Wihte House be- 
fore announcing the others ¢ 

Mr. Gray. No, sir. 

Senator Krerauver. What is so strange about this one? 

Mr. Gray. I have already indicated, because of the unusual interest 
in this, Senator, which you are demonstrating by calling the hearing 
on it this afternoon. You have not called hearings on other tax 
amortization certifications. 

Senator Kerauver. We have not had a case where you went to the 
trouble to get all these White House people together or notify them 
either. 

Mr. Wyckoff went with you, or was with you, when you notified 
them ? 

Mr. Gray. No, sir. 

Senator Keravuver. When did he write down these names pencilled 
on the memo ? 

Mr. Gray. I could not answer that. 

Senator Krrauver. They were suggestions that were given to you 
about the press release, that you passed on to Mr. Wyckoff ? 
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Mr. Gray. Yes, these were points which it was indicated should be 
in a press release, and I was informing Mr. Wyckoff, who is the Chief, 
as he has indicated, of the tax amortization branch, that we had the 
problem of the press release. I assume that he made notes of our 
conversation. I had not known that he made notes of our con- 
versation. 

Senator Kerauver. Which part of the press release did Mr. Adams 
suggest? Was it “goal is closed” or “was charged against the goal” 
or “if for any reason the goal were reopened, criteria would be reex- 
amined”? Who suggested what parts went into the press release, Mr. 
Gray ? 

Mr. Gray. I am not even sure that I remember, but I do not think 
this is pertinent to the inquiry, Senator. 

Senator Keravver. I think it is very pertinent, Mr. Gray. What 
interest did these people have in the press release that you should 
consult with them about writing it ? 

Mr. Gray. Well, it was my notion that the press release should be 
discussed, the nature of the press release. 

Senator Keravuver. What made you think the press release should 
be discussed, or the nature of the press release ? 

Mr. Gray. Would you ask that 

Senator Krravver. What made you think the press release, or the 
nature of the press release, should be discussed with these men at the 
White House? 

Mr. Gray. I repeat that I felt this was of such widespread interest, 
and was a matter which had received so much attention in various 
places, that it was important that these individuals know. 

Senator Keravver. Isn’t it very unusual to be running to the White 
House to get up a press release, Mr.Gray? Did you ever do it before? 

Mr. Gray. Did I ever do what, Senator ? 

Senator Keravuver. When you had a press release to put out, have 
you ever gone over and consulted with Mr. Adams before as to what 
you put into the press release ? 

Mr. Gray. I have frequent consultations with people in the White 
House and in the executive department, Senator, and I am sure that 
there will be many occasions when I will discuss with others what 
should or should not go into a press release. 

Senator Krrauver. Here you have made up your own mind to issue 
certificates of necessity to Idaho Power Co. 

Mr. Gray. That is correct. 

Senator Keravver. Just why do you have to get suggestions from 
the White House, or why did you feel that you had to, for your press 
release ¢ 

Mr. Gray. I repeat, that I felt this was a matter of widespread 
interest and importance, and I felt it would be of interest to the 
White House. And very frankly, Senator, I would say that in these 
matters, when I would seek help on press releases, my own omnis- 
cience being subject to serious question in my own mind—I am sure 
there are many times when I will get help on various matters from 
interested and able citizens. 

Senator Keravver. Mr. Gray, did you ask the people at the White 
House what they wanted in the release, or did they suggest to you 
what certain points they would like to be covered ? 
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Mr. Gray. I cannot answer that, Mr. Chairman. 

Senator Kerauver. Who brought up the subject of their participat- 
ing in the press release ? 

Mr. Gray. I have already said it was my notion to discuss the nature 
of the press release. 

Senator Krravuver. The press release refers to “goal is closed,” “was 


charged against the goal.” What did Mr. Adams suggest should go 
into the press release ¢ 


Mr. Gray. I could not answer that. 

Senator Kerauver. What is that ? 

Mr. Gray. I say, I cannot answer that. 

Senator Keravver. Do you claim privilege ? 

Mr. Gray. Well, yes. 

Senator Kerauver. What did Governor Pyle suggest should go into 
the press release ? 

Mr. Gray. I do not think it is important to this inquiry to deter- 
mine where in discussions various suggestions came from. And as 
I think I have already testified, I am_not sure that I could recall 
precisely what suggestions were made. But I think what finally went 
in the press release was simply the statement that the applications 
were granted, that they were granted within the goal, that they had 
met all requirements, and that litigation had ended, and I decided 
to issue the certificate. 

Senator Krerauver. What did Governor Pyle suggest for the press 
release, Mr. Gray ? 

Mr. Gray. I cannot answer that, Mr. Chairman. 

Senator Kerauver. Do you mean you won’t answer it or you can’t 
answer it? 

Mr. Gray. Well, I won’t, both, I can’t—I can’t answer it. 

Senator Kerauver. What parts, if any, did Jerry Morgan suggest 
for the press release ? 

Mr. eae I cannot answer that. 

Senator Keravver. You mean you won’t answer it ? 

Mr. Gray. That is right. 

Senator Keravuver. You claim privilege? 

Mr. Gray. That is correct. 

Senator Krerauver. What parts did General Persons suggest for 
the press release ? 

Mr. Gray. I cannot answer that. 

Senator Kerauver. You won’t answer it? 

Mr. Gray. That is correct. 

Senator Kerauver. Let’s get out of the White House. Here you 
have Elmer Bennett, the designee as Solicitor for the Department of 
Interior. What did he suggest for the press release? 

Mr. Gray. I won’t answer that. 

Senator Kerauver. You refuse to answer? 

Mr. Gray. That is right. 

Senator Kerauver. Were all of these men together when you talked 
with them or can you answer that ? 

Mr. Gray. I have indicated, Senator, that I do not think that the 


means of my communication is important. And I have indicated that 
I personally told them. 
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Senator Krerauver. We have said we think it is important, Mr. 
Gray, whether you went to see them, whether you called them on the 
telephone, whether they came to see you. Now, let’s have a copy of 
the press release and see just what it did say. 

Who is the press man at the ODM? 

Mr. Scxooter. I am. 

Senator Keravver. Mr. Schooler, have you a copy of the press 
release ? 

Mr. Scuoorer. No, sir; but I will be glad to supply one for the 
record. 

Senator Keravuver. Mr. Schooler, you are the press man down at the 
ODM? 

Mr. Scnooter. Yes, sir. 

Senator Kurauver. Why didn’t you bring a copy of the press re- 
lease up here? 

Mr. lenin. I did not know you would like to see one, sir. 

Senator Kerauver. You did not have any idea we would get into 
this discussion ? 

Mr. Scuooter. No, sir. 

Senator Keravuver. Do you have a copy down there? 

Mr. Scrooter. I have one in the office, and I will be glad to supply 
one. 

Senator Keravuver. Would you send it up as soon as you can? 

Mr. ScHoorer. Yes, sir. 

Senator Kerauver. What did the press release say ? 

Mr. Scuoorer. The press release merely recited the facts regarding 
the awarding of the certificates to Idaho Power. 

Senator Keravuver. Did it say “The goal is closed”? 

Mr. ScnHoorer. As I recall, the press release said that the applica- 
tions were filed in August 1953, that the Federal Power Commission 
approved the licenses sometime in 1955, that the Interior Depart- 
ment recommended approval of the certificates in 1955, that the cer- 
tificates were held in abeyance until litigation was completed. 

I might say, Senator, that I wrote the press release. 

Senator Krerauver. Who gave you the information to write it? 

Mr. ScHooter. The information was obtained from the Tax 
Amortization Division. 

Senator Kerauver. Did you talk to Mr. Wyckoff? 

Mr. Scuooter. Yes; I did. 

Senator Kerauver. Mr. Durkin? 

Mr. Scuoorer. No, sir; not to mv recollection. 

Senator Kerauver. You saw Mr. Wyckofl’s notes ? 

Mr. Scooter. What notes, sir? 

Senator Kerauver. Penciled notes? 

Mr. Scxooter. No, sir. 

Senator Keravuver. Did he tell you about them? 

Mr. Scuoorer. No, sir. 

Senator Kerauver. Did he have that piece of paper with the notes 
on them? 

Mr. Scuooner. This is the first time I have seen this piece of 
paper, sir. 
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Senator Krravuver. Did he tell you about some points that he 
thought ought to be brought out ? 

Mr. Scnoorrr. No, sir. He gave me the background information 
regarding the applications and I prepared the press release. 

Genstor Keravuver. So you do not know whether his background 
information contained the facts that were in his notes? 

Mr. Scwoorrr. Oh, I made certain changes in the information that 
he gave me. 

Senator Krrauver. You made certain changes on your own? 

Mr. ScHooter. Yes, sir. 

Senator Kerauver. Have you the notes that you made from the 
original memorandum from which you made the changes? 

Mr. Scooter. Well, the changes I made were editorial changes 
sir. I do not know whether I have in my file right now the origina 
that was transmitted to me. 

Senator Keravuver. Will you see if you have the original memoran- 
dum that you made? 

Mr. Scwoorrr. Yes, sir. 

Senator Krerauver. And then the press release? 

Mr. Scuootrr. Yes, sir. 

Senator Kreravver. With our request that you bring up certain 
papers and records and material with reference to this particular mat- 
ter, I do not understand how you could have overlooked bringing the 
press release. 

Mr. Currrorp. Mr. Wycoff, that press release is in the Oxbow file. 

Mr. Wyrcorr. Is there one in here? 

Mr. Currrorp. Yes. 

Mr. Wrcorr. I would be glad to get it. 

Senator O’Manoney. Mr. Chairman, I suggest you ask the witness 
what his definition is of an “editorial change.” 

Senator Krravuver. Senator O’Mahoney, you are very good at ask- 
ing questions so you ask him on your own. 

Mr. Scooter. Well, any editorial change, I think, that I made 
would be on the basis of information that should be supplied to the 
ress. 

Senator O’Manoney. What do you call an “editorial change?” 

Mr. Scroorrr. It depends on the circumstances, sir. 

Senator O’Manoney. I am talking about these circumstances in this 
release. What sort of changes did you make in the release? 

Mr. Scnooter. Nothing insofar as fact is concerned. 

Senator O’Manoney. Can you indicate the changes to this com- 
mittee? 

Mr. Scooter. If I had the original, sir, I could indicate the 
changes that I made. 

Senator O’Manonery. Perhaps Mr. Wyckoff can find that. 

Senator Keravver. Mr. Gray, what does this mean, “The criteria 
could be reexamined” on this memorandum ? 

Mr. Gray. I am sorry, I do not know which memorandum you have. 

Senator Kerauver. The memorandum Mr. Wyckoff wrote, after you 
made certain points about the press release, after you had talked 
with certain people in the White House. 

94133—57—pt. 1—_15 
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Mr. Gray. Yes. I have already addressed myself to that but I will 
repeat it. 

Senator Keravver. Let’s go over it closely. 

Mr. Gray. All right. 

Senator Keravver. “Goal is closed.” Now, what does that mean ? 

Mr. Gray. Well, it means that this has reference to the electric 
power expansion goal, which we are discussing this afternoon, that 
the press release—any announcements should indicate that the goal 
was closed. 

Senator Kreravuver. Do you have the penciled memorandum, Mr. 
Wyckoff? Let’s go over it point by point. 

r. Gray. All right. 

Senator Keravver. Who made that suggestion that “goal is closed” 
be included in the press release ¢ 

Mr. Gray. Well, I think that anybody saying anything about this 
would certainly indicate that the goal was closed, Senator. The goal 
had been closed since January 1, 1956, and certainly no announce- 
ment which related to any applications granted under the goal would 
fail to include the fact that the goal was closed. 

Senator Keravver. Yes; I think that is a proper thing to put in 
a press release. But I am trying to find out which one of these five 
gentlemen made the suggestion about it. 

Mr. Gray. Well, I would suppose this is my suggestion, Senator. 

Senator Keravuver. You have the press release there? 

Mr. Gray. Mr. Schooler says that he certainly would have sug- 
gested the “goal is closed.” I think anybody writing the press release 
would. 

Senator Keravuver. You say this memorandum was written before 
the press release was written ? 

r. Gray. That is right. 

Senator Kerauver. Written down by Mr. Wyckoff—— 

Mr. Gray. That is right. 

Senator Keravuver. From your conversations with him after you 
had visited with certain men in the White House, or you had talked 
with them ? 

Mr. Gray. Yes, sir, after I had talked with them. 

Senator Keravuver. Yes. This reference to “charged against the 
goal,” which one of these gentlemen at the White House suggested 
that be included ? 

Mr. Gray. I think that, again, I do not—this is simply—— 

Senator Kerauver. They received the press release ? 

Mr. Scuooter. Yes, sir. 

Mr. Gray. This is simply a statement of fact which would be neces- 
- to any press release relating to these applications, Mr. Chairman. 

enator Keravuver. Here is the next line: “If for any reason the 
goal were reopened”. Now, where did that come from, Mr. Gray? 

Mr. Gray, Well, you have not read the complete sentence, I think. 

Senator Kerauver. That seems to be in one line. Then right under 
that is “the criteria could be reexamined.” 

Mr. Gray. Well, I think that should be read asa whole. 

Senator Keravuver. Apparently so. I did not know, it is not too 
legible. Who suggested that, or where did that come from? 

Mr. Gray. Well, I am not sure, but I have already said in my 
earlier testimony—— 
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Senator Krerauver. What did that have to do with the press re- 
lease ? . 

Mr. Gray. Well, I have said that there had been a suggestion from 
some quarter and I am not sure I know where, that a press release 
should contain some such statement, and I have testified this afternoon 
that it seemed to me that since there was no present or foreseeable 
reason, as far as I can see, for suggesting that the goal mignt be re- 
opened, because I know of no recommendation coming from any 
source of that, I saw no reason to put this kind of material into the 
press release because, as I have said, and I repeat, I know of no sug- 
gestion that the goal would be reopened. 

Senator Krrauver. Can you tell us who suggested which parts of 
this you—— 

Mr. Gray. No, I cannot. . 

Senator Kerauver. We have a copy of the press release here marked 
“No. 581, certificate of necessity” which we will have made part of 
the record and printed in the record. 

(Text of the release will be found on p. 273.) 

Mr. Gray, did you tell Mr. Wyckoff to point out these parts, 
these suggestions, to the gentleman who was going to prepare the 
press release? 

Mr. Gray. As I recall my conversation with Mr. Wyckoff, I told 
him that we had the task of preparing a press release. I cannot 
recall, Senator, whether I asked him to do anything about it, but 
actually in the preparation of the press release, I dealt with Mr. 
Schooler. He, in turn,—he has testified that he, for the purpose of 
developing the press release, sought information about these applica- 
tions from the Tax Amortization Branch. I would also—— 

Senator Keravuver. Did you talk directly with Mr. Schooler about 
the press release ? 

Mr. Gray. Yes, I did. I talk with Mr. Schooler every day about 
one thing or another. But I did talk with him precisely about this 
question. 

Senator Kerauver. Why didn’t you include the points, these sug- 
gestions, that apparently came from the men at the White House or 
from somewhere, that were written down on this memorandum? Why 
didn’t you include them in the press release ? 

Mr. Gray. Why didn’t I include what in the press release? 

Senator Kerauver. That if for any reason the goal were reopened 
the criteria 

Mr. Gray. I have sought to explain that, Senator, because I see no 
reason to discuss reopening the goal when there seems to be, as far as 
I know, no reasonable, foreseeable possibility of that. And I con- 
cluded that there was no point in referring to reopening the goal when 
it was quite irrelevant. 

Senator Kerauver. Why didn’t you include a phrase about “goal is 
closed” in the press release ? 

Mr. Gray. Because it is relevant. It is an imperative part of the 
press release. 

Senator Krravuver. Why didn’t you include a reference to “the goal 
is closed” in the press release ? 

Mr. Gray. Well, I thought we had. 

Senator Keravver. You only said it was “charged against the goal”, 
There is nothing I see here that 
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Mr. Gray. Well, if you will read all of the language there, Senator: 
“which was opened at that time, 1955”. That certainly is an indica- 
tion that it is not now open at this time. 

Senator Keravver. Not necessarily. The goal which was opened 
at that time might have been reopened. If it was opened at that time, 
it might still be open. But anyway, that is a small matter. 

Did you send a press release over to anyone at the White House to 
look over ¢ 

Mr. Gray. I think that the question of my consultations with re- 
spect to the press release, Senator—well, let me say this: The press 
release that was finally issued was one that was put in final form in 
my office with my participation and complete approval. 

Senator Keravver. I am sure that is true but my question is: Did 
_ send a draft of the press release over to anyone in the White 

ouse for their comment or approval before you got up your final 
draft for issuance ? 

Mr. Gray. I sent a copy of a proposed press release to the White 
House, and also to the Department of the Interior for the purpose 

of getting any comments they might care to make on it. 

Tamoher Kerrauver. Whom did you send it to in the White House? 

Mr. Gray. The press release, Senator, the proposed press release, 
on which I wished comments, and with respect to which I did noi 
seek—well, may I say it this way: The press release, which I sent 
to the White House, and on which I invited comments was sent to 
Governor Pyle, and also sent, as I remember 

Senator Keravuver. You mean Governor Pyle? 

Mr. Gray. Pyle—P-y-l-e. I say that because of the confusion. 

Senator Keravver. Yes. 

Mr. Gray. I also sent for such comment as they cared to make a 
copy of the draft press release to the Interior Department. 

Senator Krerauver. Whom did you send it to in the Interior De- 
partment ? 

Mr. Gray. I think it went to Mr. Bennett. 

Senator Kerauver. Why did you send a copy of the proposed draft 
of the press release to Governor Pyle? 

Mr. Gray. Well, as I have indicated, I wished to have any com- 
ments which Governor Pyle might have had and which the Depart- 
ment of the Interior might have had. Again, as far as Interior was 
concerned, this was a matter which was of vital concern to them. I 
wanted to make sure that the press release we put out was accurate 
in every respect, and as I have earlier indicated, I felt this was a 
matter of sufficient importance for the White House to see in advance 
what I proposed to say. 

Senator Kerauver. Did you send or take the proposed press re- 
lease over to Governor Pyle? 

Mr. Gray. I sent it. 

Senator Krerauver. Whom did you send it by? 

Mr. Gray. I do not know how it went, it went out in the ordinary 
course of communication. 

Senator Keravver. Did you send it by a messenger ? 

Mr. Gray. I do not think so, Senator. I think it went out as ordi- 
nary mail. I am not sure about that. 

Senator Keravver. Did you write him a letter asking his comments ? 

Mr. Gray. That is right. 
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Senator Keravuver. I do not seem to see a copy of the letter in the 
record here, Mr. Gray. What did you ask him? 

Mr. Gray. I asked for his comments. 

Senator Keravuver. Did you call him on the phone and tell him 
you were sending it over? 

Mr. Gray. No, I do not think so. 

Senator Keravuver. Did you have anyone call? 

Mr. Gray. No. 

Senator Keravuver. Did he reply ? 

Mr. Gray. Yes. 

Senator Kerauver. How did he reply ? 

Mr. Gray. I believe his reply was “No comment.” 

Senator Keravuver. Do you have a letter or a copy of it? 

Mr. Gray. I do not have it here. 

Senator Kreravuver. You do not have it? 

Mr. Gray. No, sir. 

Senator Keravuver. Will you produce it? 

Mr. Gray. I do not think—no, sir, I do not think I will. AsI have 
indicated to you what the substance was. I have indicated to you—— 

We were just asking his comment, and there was, in turn, no com- 
ment. [After consultation with Mr. Kendall.] Mr. Chairman, may 
I say that I will furnish a copy of the letter to the committee. 

Senator Kerauver. And a copy of the reply ? 

Mr. Gray. Yes, sir. 

(The material referred to may be found on p. 271.) 

Senator Keravuver. Very well. That is fine. All right, now we are 
getting along better. 

Now, another phrase in the memo: 


If for any reason the goal were reopened, the criteria could be reexamined. 


Was that in the original draft that was sent over ? 

Mr. Gray. No; it was not, sir. I have already testified that in the 
draft which was prepared with my participation and approval, it was 
my decision that there was no point in putting anything in the press 
release about a reopening of the goal because I know of nothing, I 
knew of nothing at the time, and I know of nothing now which indi- 
cates that that question is in any way an active one, or is being sug- 
gested by anyone. 

Senator Kerauver. What caused Mr. Wyckoff to make that note? 

Mr. Gray. He made it, I am sure, as a result of my indication to 
him that these were suggestions of things which might go into a press 
release. 

Senator Kerauver. Mr. Wyckoff, did you say they were suggestions 
that were made to you as coming from the White House? What did 
yousayaboutthem? | 

Mr. Wycxorr. No, Senator, they were simply notes of what I was 
hearing in a meeting for my own information, and they were not 
directions for me to take action. 

Senator Krerauver. At what meeting was that, Mr. Wyckoff? 

Mr. Wyckorr. My meeting with Mr. Gray. He was talking, and I 
was writing down the things that he was saying. 

Senator Krerauver. What date was that ? 

Mr. Wycxorr. I donot know. I could find out. 
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‘ Senator Keravuver. How long was it before the press conference, 
Mr. Wyckoff? Fivedays? A week? 

Mr. Gray. It was a little over a week, I would think, Senator, 
before the conference. 

Senator Keravuver. Did you discuss the contents of the press release, 
or the issuance of the certificate, with anyone other than Governor Pyle 
of the White House since that conference referred to, Mr. Gray ? 

Mr. Gray. No, sir. 

Senator Kerauver. Have you seen any of them? 

Mr. Gray. Have I seen any—— 

Senator Keravuver. Any of thse men that you listed ? 

Mr. Gray. Since I told them what my intention was, what my de- 
cision was, about the tax certificates ? 

Senator Keravuver. Yes. 

Mr. Gray. I have seen, I think, all of these people several times 
since that time. 

Senator Kerauver. Mr. Wyckoff, I did not understand just how it 
was you said you happened to write down these names on that memo- 
randum ¢ 

Mr. Wrckorr. When Mr. Gray was telling me about a press release, 
I made these notes, and they are matters which he said were to be 
considered in the press release. 

Senator Kerauver. Mr. Wyckoff, who asked you to bring the matter 
to the attention of the Director’s secretary ? 

Mr. Wycxorr. I do not know anything about that. 

Mr. Cutrrorp. Is the Director’s secretary Miss Mary Zajac? 

Mr. Gray. May I answer that? She is one of the two secretaries in 
my Office ; yes. 

Mr. Cuirrorp. Did you write a memorandum to Miss Zajac on April 
8, Mr. Wyckoff, summarizing the situation as to the two tax-amortiza- 
tion applications ? 

Mr. Wycxorr. I wrote a memorandum summarizing the situation. 
I do not know the date. It is in the file—— 

Mr. Cuirrorp. It is April 8. I think you will find it at the top of 
the Oxbow file; 9 days before the certificates were granted. 

Mr. Wycxorr. Do you want me to get the paper out and identify it? 
I do not know. 

Senator Kerauver. If you can find it, Mr. Wyckoff, you can furnish 
that information. 

Mr. Currrorp. To identify that—— 

Mr. Wycxorr. Yes. 

Mr. Currrorp. Would you read paragraph 2, beginning— 


No action has been taken * * * 
Mr. Wyckorr (reading) : 


No action has been taken on the two applications of Idaho Power Co., although 
they are still as eligible for certification as were any of the applications from 
other power companies that we certify. 


Mr. Cuirrorp. Then: 
Our reason * * * 
Mr. Wycxorr (reading) : 


Our reason for postponing action was the suit of the public-power group to 
cancel the licenses issued by the Federal Power Commission for the power proj- 
ects on the Snake River. 
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Mr. Cuirrorp. And then the following? 
Mr. Wyckorr (reading) : 
The recent decision of the Supreme Court not to disturb the refusal of the 


court of appeals to upset the licenses means, I believe, that the licenses will not 
be revoked. 


Senator Kerauver. Is that memorandum signed by you, Mr. 
Wyckoff ? 

Mr. Wyckorr. Yes. 

Senator Keravuver. Then you brought it to Mr. Gray’s secretary on 
a certain date. How did you happen to do that? Who called for it? 

Mr. Wyckorr. I am sorry; I do not know. I was keeping the cases 
up to date as far as possible. 

Senator Krerauver. Mr. Gray, when you were offered the position 
as Director of the Office of Defense Mobilization, who conveyed the 
offer to you? 

Mr. Gray. Who asked me if I would take it? 

Senator Kerauver. Yes. 

Mr. Gray. The President. 

Senator Kerauver. Did you talk to any of these four men about it ? 

Mr. Gray. Before the offer, or before 1 was asked to take it? 

Senator Kerauver. During the time you were considering it. 

Mr. Gray. Yes; I did. 

Senator Keravuver. Would you specify which ones? 

Mr. Gray. I talked with Governor Adams and with General 
Persons. 

Senator Krrauver. Mr. Pyle? 

Mr. Gray. No. 

Senator Kerauver. Mr. Morgan? 

Mr. Gray. No. 

Senator Keravuver. Do you suppose that had anything to do with 
your feeling that you should notify them about the Idaho Power Co. 
applications being granted ? 

Mr. Gray. When [I talked with them about taking the position, 
it was the kind of discussion you have about a matter of this sort, 
and I do not think it has any relation to the Idaho Power case. 

Senator Kreravuver. The Idaho Power matter never came up in those 
discussions ¢ 

Mr. Gray. I never heard of the—well, I should not say I never 
heard of Idaho Power or this controversy, I am sure I must have 
read about it. But, at the time I talked with the President, and, I 
think, as of the time my name was sent to the Senate, I was not aware 
that I would have the responsibility of making the decision in this 
matter. So it was never discussed, in any way, shape, or form. 

Senator Kerauver. You mean you did not know that, as Director 
of ODM, you would pass on these certificates ? 

Mr. Gray. No, sir; I was not aware that I would have to. 

Denatae Keravver. What did you think the duties of that office 
were 

Mr. Gray. Well, I had generally a pretty good idea of the duties 
of the office, but I was not aware that this was a pending matter in 
the office. 

Senator Kerauver. Then you did not talk with General Persons 
or Mr. Morgan or Governor Pyle before you took over the office? Or 
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maybe you did say you talked with Governor Pyle and Governor 
Adams? 

Mr. Gray. I said I did not talk with Governor Pyle. 

Senator Keravver. You talked with Adams and Persons? 

Mr. Gray. That is right. 

Senator Kreravuver. Then how did you happen to include Pyle and 
Morgan on the list of people that you thought ought to know about 
the issuance of the certificates ? 

Mr. Gray. Senator, I pointed out to you that my conversations 
with Governor Adams and General Persons were the kind of con- 
versations you would have in speaking with friends about qualifica- 
tions for a job, the desirability of an individual, about which I had 
a severe question in my own mind as to whether I was the right person 
for this job. This was absolutely unrelated to the question of the 
Idaho Power certificates, which came to my attention later as a 
responsibility. It has absolutely no relationship whatsoever. 

Senator Kerauver. I know, but it would seem natural that if you 
had talked with Persons and Governor Adams about the job in the 
first place, if you were going to notify anyone, it would be them, and 
I was trying to—— 

Mr. Gray. I do not think there is any relationship between the two 
things at all. 

Senator Keravver. I was trying to see why you brought Morgan 
and Pyle into the picture. 

Mr. Gray. Well, I will repeat, it has not relation to and discus- 
sions I had with anyone about whether the President was making 
an appropriate appointment, or whether I was the appropriate in- 
dividual to undertake the responsibility. 

Senator Keravuver. You said a few minutes ago you know this was 
a very highly controversial matter, and that was one of the reasons 
why you notified them. Didn’t you know it was a very highly con- 
troversial matter when you took the job? 

Mr. Gray. I repeat, that when I accepted the job, I was not aware 
that there was an action on the part of the Director of ODM in 
these cases. 

Senator Kerauver. When you took over the job, did you know this 
was a highly controversial matter? 

Mr. Gray. I never thought about this. I repeat, Senator, I was 
not aware that the Director of ODM would have this responsibility. 
I knew he had responsibility for tax amortization, but I have not 
followed the tax amortization problem generally. I have not been 
involved in the Hells Canyon controversy, and I say to you, if you 
ask me whether I considered this before I accepted the job, the 
answer is no, because I was not aware it would come before me. 

Senator Keravuver. In your conferences, when you were talking 
about this press release, was there a discussion of authorization for 
the issuance of debentures by the Idaho Power Co. in the amount 
of $30 million ? 

Mr. Gray. No. 

Senator Keravuver. When did you hear about that? 

Mr. Gray. Well, I am not even sure I know what you mean about 
the issuance of debentures of $30 million. 

Senator Krravuver. The chronology is, Mr. Gray, that on April 24 
Mr. Farrell advised an inquirer—— 


a Rn AC A ch SA 





RAPID AMORTIZATION IN REGULATED INDUSTRIES 229 


Mr. Gray. Advised what? I did not understand. 

Senator Kerauver. On April 24, 1957, Mr. Farrell of ODM advised 
Mrs. Hughes, of Electric Consumers Information Committee, that 
the status of the Idaho Power Co. applications for writeoff certificates 
were still pending, and they did not know when they were going to be 
signed. On the same day the Federal Power Commission announced 
that it had approved the $40 million promissory note plan for financ- 
ing of the Idaho Power Co. projects. Then on the next day the ODM 
announced that it was granting the rapid writeoff certificates to the 
Idaho Power Co. 

I am trying to find out how these two things happened together, 
that is, on the 24th the Federal Power Commission announced ap- 
proval of this $44 million promissory note plan for financing and the 
next day you issued the ODM certificates? 

Mr. Gray. Well, I did not know until now anything about the 
promissory note plan. Actually, the certificate was issued the 17th 
was granted the 17th. It was not announced as I have already ex- 
plained, until my press conference during the following week. 

Senator Keravuver. At that time you did not know anything was 
before the Federal Power Commission in connection with the Idaho 
Power Co. ? 

Mr. Gray. I did not. 

Senator Kerauver. You had no discussion with anyone about it? 

Mr. Gray. The first time I heard about it is when you mentioned 
it here this afternoon. 

Senator Kerauver. Is Mr. Wyckoff the top man who has informa- 
tion about these matters ? 

Mr. Gray. About tax amortization ? 

Senator Kerauver. Yes. 

Mr. Gray. Yes, he is chief of the amortization branch. 

Senator Keravver. Mr. Wyckoff, you knew this was pending down 
there at the Federal Power Commission, didn’t you ? 

Mr. Wycxorr. No, I did not. 

Senator Krravver. You had no information ? 

Mr. Wycxorr. No. No information. 

Senator Kreravver. Did you make any inquiry about how Idaho 
Power Co. was going to finance its undertaking ? 

Mr. Wyckorr. They reported to us they were financing it privately. 

Senator Kerauver. But did they not have to get approval from the 
Federal Power Commission to finance their issue of promissory notes 
and their financial plan? 

Mr. Wyckorr. Well, that I do not know. 

Senator Kerauver. Who at ODM keeps up with those things? 

Mr. Gray. I think your question was directed to Mr. Wyckoff? 

Senator Kreravuver. Either one of you, Mr. Gray or Mr. Wyckoff. 
Who keeps up with what the Federal Power Commission is doing? 

It is very strange that on the day before you issued your certificates, 
the Commission announced it had approved the 

Mr. Gray. Senator, that is not correct. Your date is wrong. The 
certificate was issued on the 17th. And I think you said, reading 
from your memorandum, that the Federal Power Commission took 
some action on the 24th. 

Senator Keravuver. That is right. The actual certificate was issued 
on the 25th of April, was it not? 
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Mr. Gray. No, it was—Senator, may I get the dates straight? The 
necessity certificates were issued for the Idaho Power rapid tax 
amortization on April 17. As I have explained to the committee, the 
press announcements of the granting of tax amortization certificates— 
as a matter of practice, these announcements are made every 2 weeks. 
So that they were put in the roundup of certificates, there being about, 
just a rough guess, 17 or 18, which were actually included in a press 
release for April 29. I have explained to the committee that in the 
meantime I had a press conference and because of what I knew to be 
the tremendous interest in these two certificates, I specifically men- 
tioned them in a press conference so that this would not appear to be 
simply issued as a routine release, but they were actually granted, ac- 
tion was taken on them in the office of ODM on the 17th of April. 

Senator Kerauver. Have you found the date of the press conference 
that you refered to? 

Mr. Gray. April 25. 

Senator Kreravuver. It was on the day before your press conference 
that the Federal Power Commission approved this promissory note 
financing of $44 million. 

Mr. Gray. Well, I repeat. I never heard of that until you men- 
tioned it this afternoon. 

Senator Keravuver. Senator Carroll, I was going to ask Mr. Gray 
to continue on with his statement for awhile. You may have some 
questions / 

Senator Carrot. I would like to ask a question on this question of 
financing. 

Mr. Wyckoff, I think you made the statement that you received a 
report. I think you said they reported that they were going to do 
some private financing. The “they” refers to the Idaho Power. When 
did you receive that report? 

Mr. Wyrcxorr. In the application form there is a question: “How 
will this be financed?” And they put on the application form “Pri- 
vately” which is all we knew about it. 

Senator Carroti. Did you mean to say by that they were not still 
seeking this amortization certificate ? 

Mr. Wycxkorr. The application form isn’t a necessity certificate. 

Senator Carroty. You still have not answered my question. Were 
you under the impression they were still seeking the certificate ? 

Mr. Wycxorr. Yes. 

Senator CarroLy. You were under that impression. Now when 
was the Supreme Court decision issued ; on what date ? 

Mr. Wrcxorr. April 1. 

Senator Carroti. Now, if I may go back, Mr. Chairman, to Mr. 


Gray. 

Mr. Gray, when did you come into ODM ? 

Mr. Gray. 14th of March. 

Senator Carrot. Did you come alone or did you have a staff of 
your own? 

Mr. Gray. I brought a secretary and an old associate who had been 
doing some special work with me in the Pentagon toODM. I brought 
two individuals with me to ODM. 

Senator Carroti. As I understand your testimony here, you had no 
knowledge at the time you came into ODM that there was any pending 
application on behalf of Idaho Power? 
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Mr. Gray. That is right. 

Senator Carrotu. When did you first learn of it? 

Mr. Gray. Well, I learned that this was a matter on which I would 
have to make a decision from Dr. Flemming. 

Senator Carrotu. When? 

Mr. Gray. I would say the day, I would guess—I am not sure 
about the date but I think it was the day before—the day precisely 
before his leaving office. 

Senator Carrouu. I think that is what the chairman was getting at. 
In other words, you knew when you took over this office that the 
Idaho Power application was pending. You learned that from Dr. 
Flemming ? 

Mr. Gray. I testified, Senator, that I was not conscious of it or 
aware of it as a problem at the time my name went to the Senate and 
I learned about it among a list of a great many things that Dr. Flem- 
ming talked to me about, which were matters that he thought needed 
attention, and which he had not been able to complete himself, and this 
was one of them. 

Senator Carrotu. Let’s try to make these questions and answers 
brief and to the point. Dr. Flemming informed you about it? 

Mr. Gray. That is correct. 

Senator Carro.u. Before you took the office ? 

Mr. Gray. Well, I would say it was the day before I took office. 

Senator Carrott. Who else was present when he talked to you 
about it? 

Mr. Gray. I think no one else was. 

Senator Carroti. Did you ever talk about the Idaho Power matter 
at the time that you were being examined for this position by Gov- 
ernor Adams or General Persons? 

Mr. Gray. Well, may I be permitted to answer that not only on a 
yes-or-no basis? 

Senator Carroiu. I think we ought to have a definite answer. It is 
a very simple question, Doctor. 

Mr. Gray. I am going to give you a definite answer. 

Senator Carroiz. All right. 

Mr. Gray. In the first place, I think it is inaccurate to say that I 
was being examined by Governor Adams or General Persons. 

Senator Carrott. You were solicited for the position, we under- 
stand that. 

Mr. Gray. I have already testified that the person who asked me 
to take this position was the President. Thereafter, on my own ini- 
tiative, I discussed the wisdom of my taking the appointment with 
a number of people. The Chairman asked me about which ones of 
certain individuals, and I responded. But I discussed it with a num- 
ber of people, including friends in this body. And at the time there 
was never any mention, I never heard of—I was not conscious at all of 
the fact that Idaho Power was a problem. The first I knew about it 
was in my conversation with Dr. Flemming after I moved over and 
was ready to take—either the day or the day before, about that time. 

Senator Carrott. About a day or so before your appointment, 
you heard of this from Dr. Flemming? 

Mr. Gray. Not my appointment, Senator. Let me point out I was 
appointed—I cannot give you the date, but I think after I was ap- 
pointed there was a lapse of at least 5 weeks before the Senate com- 
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mittee acted on my appointment and I was confirmed. I am not sure 
of the day, but prior to the time that I was just about to take over my 
job, I was not conscious of Idaho Power, had never discussed the 
Idaho Power application with anybody. 

Senator Carroti. Do you want the record to show that you and 
Dr. Flemming discussed the Idaho Power problem just prior to your 
approval by the Senate ? 

r. Gray. No, sir. 

Senator Carrotu. Try to fix the date. When did you first know 
about it? 

Mr. Gray. No; I am wrong about that because I was sworn in the 
day I wasapproved. Yes, it was just about the time of my approval. 

Binatiog ARROLL. So that would fix it somewhere around March 14? 

Mr. Gray. That is right. 

Senator Carroti. Subsequent to March 14, with whom did you 
discuss this in the White House, whether it was Dr. Flemming, or 
Sherman Adams, or Governor Persons? With whom did you discuss 
the Idaho Power application for this certificate ? 

Mr. Gray. I have already testified that my discussion, the only 
discussion I had was related to—discussions I had were related to— 
information as to what my decision was with respect to granting the 
certificates. 

Senator Carrott. You have not answered my question. It isa very 
simple question. I am trying to develop the chronology. I have 
asked with whom did you discuss this matter. You talked with Dr. 
Flemming. Who was the next person you talked to in that group? 
Was it any of the White House group! I think you can remember 
and fix the date if you will. There is a great public interest in this 
matter. You understand that? 

Mr. Gray. I understand that. 

Senator Carroti. Now this is a matter, again, of proper congres- 
sional investigation. By your own testimony, you talk about incen- 
tives. Incentives have been granted to Idaho Power by virtue of the 
certificate. The question is, when did you discuss this with anyone 
in the White House subsequent to your conversation with Dr. Flem- 
ming, because that was the first one, and that was on March 14? 

Mr. Gray. That is right, sir. 

Senator Carrot. All right, give us another date, of your second 
conversation, and with whom? That is a very simple question. 

Mr. Gray. That is a very simple question, but I cannot answer it. 
; cenaten Carrot. You refuse to answer that on executive privi- 

ege ? 

Mr. Gray. Yes, sir. 

Senator Carrotu. Did you have a third conversation 

Senator Keravuver. Let’s see if I understand. Would the reporter 
repeat the question ? 

(The question was read by the ie 

Mr. Gray. I have already testified, Senator, that I had no con- 
versations with respect to individuals that you have in mind with 
respect to the Idaho Power Co. until such time as I indicated what my 
decision was. So that I reached a decision before there were any 
discussions with the White House. 
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Senator Carrorz. I am not going to pressure if you want to stand 
on your exercise of your executive privilege. What I am trying to 

velop—— ; 
own Gray. I consider that I answered your question, Senator. 

Senator Carroty. You have not answered it, if I may suggest to 
you. I want to develop a chronology. Here we'have a press state- 
ment issued on April 29. I am trying to find out why, among these, 
97 certificates hidden within this underbrush, we bring in the Idaho 
Power license. I want to look into it and see with whom you talked 
about it. . 

Mr. Gray. I have already testified, Senator, that it was not hidden 
within these, that prior to the issuance of this routine release I 
specifically mentioned these two certificates at a press conference 
so that it would not be hidden in the routine certificates. 

Senator Carrot. How many of these 27 are included in what you 
call goal 55 that has to do with electric power ? 

Mr. Gray. Not any, I think. Let me just take a look. I think 
the Idaho Power applications were the only outstanding ones under 
the electric power expansion. 

Senator Cxengs. So actually these certificates have nothing to do 
with the so-colled electric power goal, except Idaho Power? 

Mr. Gray. Only Idaho Power, that is correct. 

Senator Carroti. Only Idaho Power? 

Mr. Gray. That is correct. 

Senator Carrott. Now that brings us back to your pencil nota- 
tions. I do not know whether it is in your handwriting or Mr. 
Wyckoff’s handwriting. 

Senator Kerauver. Mr. Wyckoff’s handwriting. 

Senator Carrot. “The goal is closed”—“was charged against the 
goal.” Those are the questions I asked about an hour and a half 
ago. “The goal was closed.” I think you said in your testimony that 
the Idaho application was included within the goal ? 

Mr. Gray. That is right. 

Senator Carrot. Now this raises the question: “If for any reason 
the goal were reopened, the criteria could be examined.” Where did 
you get that from, Doctor ? 

That is what has been happening here for 2 or 3 years; they have 
been reopening and extending and expanding the goal. I want to 
know if that came from the White House, that if you cannot get it in 
under the present goal, do you reexamine the criteria? 

Mr. Gray. I repeat my testimony, that I know of no suggestion— 
this goal was closed on January 1, 1956, and I know of no suggestion 
from any quarter that there would be a reopening of this goal and 
indeed, I think the record will show, Senator, Dr. Flemming’s action 
taken in August—I will have to look up these dates—that at one time 
the recommendation was that the goal be closed. He suspended the 
goal rather than closing it, and later activated the goal again 

But I repeat, I know of no suggestion, and as far as I am concerned, 
if you will permit me the privilege of saying this, I think that I would 
not be in favor of reopening the goal, and as far as I am concerned, 
the Idaho Power certificates, being the only ones left which were 


filed prior to closing the goal, are the end of the electric power 
expansion. 
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Senator Carroty. But, Mr. Gray, on page 13 of your testimony 
you say, and I am reading from the next to the last paragraph: 

Applicant must comply with the provision of the goal that the added capacity 
to deliver power will be available by December 31, 1958, or the certificate will 
be invalid. 

Mr. Gray. Yes. 

Senator Carroiu. I asked this question before and you could not 
answer it. If you have it now, I will be very happy to have it from 
you. It seems to me that from the evidence we have here so far that 
Oxbow will not be started until after the deadline on the goal, and 
your deadline was December 31, 1958. 

Mr. Gray. Well, Senator, I indicated 

Senator Carroti, That is the criterion I have in mind. 

Mr. Gray. I indicated I did not know. 

Senator Carrott. Mr. Wyckoff is here with his records. I asked 
him the question whether he knows about the criterion with reference 
to Oxbow meeting this deadline of December 31, 1958. 

One of the reasons, Mr. Gray, that I asked you whether you came in 
alone is that you have only been in office a short while. Mr, Wyckoff, 
how long have you been the head of this Department ? 

Mr. Wyckorr. Since 1952. 

Senator Carroty. Then you are familiar with all of this program? 

Mr. Wycxorr. Yes. 

Senator Carrott. Now can you, from your memory or from your 
files, tell me about the start of Oxbow? What do the operating 
principles show? It is a simple question. What does it show! Can 
they qualify under the standards that have been set up under the 
criteria set forth? These are not difficult questions. 

Mr. Wrckorr. We were advised by the Idaho Power Co. that they 
have started the construction of Oxbow, and they expect to have it 
into production by the end of 1958. 

Senator CarroLt. When did you receive that information ? 

Mr. Wyckorr. About a month ago. 

Senator Carrot. About a saath ago ? 

Mr. Wycxorr. Yes. 

Senator Carroti. Mr. Gray, I think you testified you submitted a 
memorandum—or Mr. Wycoff did—on April 8. Is that your memo- 
randum ? 

Mr. Wycxorr. Yes; I have it. 

Senator Carrotit. The Supreme Court decision was on April 1? 

Mr. Wycxorr. Yes. 

Senator Carrott. Who asked you to prepare that memorandum ? 

Mr. Wycxorr. I prepared a memorandum of this kind in connec- 
tion with any pending cases that should be acted on. 

Senator Carrot. Mr. Wycoff, I did not ask you that. I asked you 
who asked you to prepare that memorandum ? 

Mr. Wycxorr. No one. 

Senator Carrott. To whom did you submit that memorandum? 

Mr. Wyrcxorr. It was addressed to the Office of the Director, to his 
secretary. 

Senator Carro.u.. With whom did you next talk about that memo- 
Yandum ? 

Mr. Wyckorr. Mr. Gray. 
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Senator Carroti. Now I will ask Mr. Gray: After receiving that 
memorandum, was it then that you conferred with these four indi- 
viduals in the White House? Was that the first time you had brought 
to your attention the importance of the Idaho Power license? : 

Mr. Gray. No, I have already testified that Dr. Flemming indi- 
cated to me, among other thin 

Senator CarroiL. Generally, yes, but I mean now, specifically, 
having this specific information, and the Supreme Court decision 
having been given, and realizing that you would have to take action, 
after April 8, after receiving this memorandum, with whom did you 
discuss it at the White House? 

Mr. Gray. I discussed it very generally with our own staff and our 
people. I have said before, Senator, that I had no discussion with 
the White House prior to the time that I advised what my decision 
was with respect to the issuance of these certificates. This was on 
the basis of my own discussions with the staff and my own examina- 
tion of the situation. 

Senator Carrott. Are you saying now for the record that at no 
time between your discussion with Dr. Flemming and the issuance of 
this certificate had you discussed this question with anyone in the 
White House? 

Mr. Gray. No, I am not saying that. 

Senator Carroti. You are not saying it? 

Mr. Gray. That is right, I am not. 

Senator Carrot. I am saying between the time you received this 
memorandum and the time that you issued this certificate—I am ask- 
ing yon once again—with whom did you discuss this thing in the White 

ouse 

Mr. Gray. I repeat, Senator, that after receiving this memorandum, 
after talking with Mr. Wyckoff and other members of my staff, I de- 
cided that these certificates should be issued, and prior to that time, to 
that decision, I had no discussions at the White House and—— 

Senator Carrot. Prior to what time, Mr. Gray? 

Mr. Gray. The time that I made the decision that these certificates 
should be issued. 

Senator Carroiy. But I understood you to say that you had had a 
discussion on the matter with members of the White House and you 
exercised an Executive privilege ? 

Mr. Gray. No, I have previously testified that I communicated to 
these individuals what my decision was, and in that connection there 
was the discussion of a press release. 

Senator Carrotu. That is all, Mr. Chairman. 

Senator Keravver. Gentlemen, the time is late. It is quite appar- 
ent that we will take much of Mr. Gray’s and Mr. Wyckoff’s time. 
What is your pleasure, Mr. Gray? We are going to have to have 
another session. 

Mr. Gray. Well, I am at your command, Senator. 

Senator Kerauver. Suppose we discuss with you what would be a 
convenient time to finish up, Mr. Gray. Would that be all right? 

I would appreciate it, Mr. Gray, if when you and the other gentle- 
men come back, you would give us the exact amount of capacity that 
has been approved insofar as electric power is concerned for some 
months, say 2 or 3 months, prior te the date of the issuance of the cer- 
tifiecates ? 
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Mr. Grav. Would you repeat that, Senator? Iam not sure I under- 
stood. 

Senator Kerauver. Your goal was 150 million kilowatts. 

Mr. Gray. Right. 

Senator Keravver. I want to find out just how near you had reached 
the goal and how the matter stood with the issuance of the certificates 
and other certificates immediately prior to them, by quarters, I sup- 
pose. Do you understand what I mean? 

Mr. Gray. IthinkI do. You want to know how much power, addi- 
tional power, was brought into the capacity of power-generating com- 
panies by reason of the issuance of the tax amortization certificates ? 

Senator Krrauver. Not exactly that. Say starting with January 
1, 1957, how near were you to reaching your goal? Then take the next 
certificate and see how near that brought you, and then the next cer- 
tificates and see how near they brought you, up to the last 6 months. 
I refer you to page 10 of the report of the 5-year amortization program 
as issued by the Joint Committee. I just want to see how near that 
brought you to the 150-million-kilowatt goal. 

Mr. Kenpauu. Six months? 

Senator Krravuver. Say 6 months, if it is not too much trouble. 

(The matter referred to is as follows :) 


Summary 
Kilowatts 
meer 4a ene sen, 1. 2066. A is 116, 200, 000 
1955—1st 6 months: 
pen Stee 20S cee be Sie i so 203, 000 
UR SS i ake ies eal eek artes pa oh bts mnt ein aS 0 
2d 6 months: 
On i aie 6, 827, 450 
ae ne ee a Me ne 2, 291, 000 
1956—1st 6 months: 
it on Ds haces, ed is epee ps piel aioe thine asendeees 5, 151, 000 
Ea ST RS NY ES nea, Se aD 2, 257, 000 
2d 6 months: 
Eee ee eee eS ee Sette pone te en 320, 000 
ae Ree ee Be I 0 
1957—Up to May 22: 
a a tc 512, 100 
ieee en 750, 000 
ste A ee et AOR ee 134, 511, 550 
Public power projects, estimated_________-__-___-.----_--__-_-_- 7, 900, 000 
Private power projects which did not apply for tax amortiza- 
Ce neni wie 5, 550, 000 
mermaid ed 147, 961, 550 


Senator Keravuver. And then, the copy of the memorandum sent 
over to the White House on the press release. On this original 
memorandum here, would you have photostats made of that, Mr. 
Gray, and bring it back when you come back again ? 

Mr. Gray. All right. 

(A copy of the notations on the memorandum may be found on 
p- 1282.) 

Senator Keravver. We will stand in recess now until we reach an 
agreement about another meeting. 

Thank you very much, gentlemen. 

(Thereupon, at 5:30 p. m., the committee took a recess, subject to 
the call of the Chair.) 
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MONDAY, MAY 27, 1957 


Unirep Srares SENATE, 
SUBCOMMITTEE ON ANTITRUST AND 
MonopoLy OF THE COMMITTEE ON THE J UDICIARY, 
Washington, D.C. 

The subcommittee met, pursuant to notice, at 2:15 p. m., in room 
424, Senate Office Building, Senator Estes Kefauver presiding. 

Present: Senators Kefauver (chairman) and Dirksen. 

Also present: Senators Carroll and Murray; Paul Rand Dixon, 
counsel and staff director; Dr. John M. Blair, chief economist; Car- 
lile Bolton-Smith, counsel to Senator Wiley; Peter Chumbris, coun- 
sel for the minority; Jerry O’Callaghan, legislative assistant to 
Senator O’Mahoney; George Arnold, administrative assistant to Sen- 
ator Neely; Philip Layton and George Clifford, attorneys; Dr. E, 
Wayles Browne, Jr., economist; Ray Cole, investigator. 

Senator Kerauver. The meeting will come to order. 

When we recessed the other day, Mr. Gray had not completed his 
statement. Today we will begin with Mr. Gray getting back to the 
statement. We will start at the top of page 12. Will you proceed, 
Mr. Gray ? 


STATEMENT OF GORDON GRAY, DIRECTOR, OFFICE OF DEFENSE 
MOBILIZATION, ACCOMPANIED BY CHARLES H. KENDALL, GEN- 
ERAL COUNSEL, ODM; F. L. PARNELL, EXECUTIVE ASSISTANT, 
PRODUCTION AREA, ODM; AND J. B. WYCKOFF, CHIEF, TAX 
AMORTIZATION BRANCH, 0DM—Resumed 


Mr. Gray. Now let me turn to the Idaho Power Co. case. In August 
1953 the Idaho Power Co. filed applications TA-26407 and TA-26500 
for necessity certificates for 2 proposed power developments on the 
Snake River at Oxbow and Brownlee, Oregon-Idaho. Total cost was 
estimated at $103,081,970. It has been the practice of ODM and the 
recommending delegate agency, the Department of the Interior, to 
postpone final action on such applications until a license has been 
issued by the Federal Power Commission. 

On August 4, 1955, the Federal Power Commission granted licenses 
covering the two projects; construction of the Brownlee unit to start 
within 1 year, and Oxbow within 4 years. After issuance of the 
licenses by the Federal Power Commission, the applicant requested 
that final action be taken on the applications. Accordingly, the De- 
partment of the Interior was requested to submit its recommendation. 
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On October 25, 1955, the Department of the Interior recommended 
to the Office of Defense Mobilization the issuance of necessity certifi- 
cates on both projects for the following reasons: 


The Oxbow and Brownlee hydro projects of the Idaho Power Co. will contribute 
to the power supply shortage in the Pacific Northwest. Reserves in the west 
group are materially lower than what is considered adequate. Under adverse 
water conditions there are no reserves and the dropping of interruptible loads 
becomes necessary to meet firm load commitments. 

The minimum streamflow of the Columbia and Snake Rivers occurs at different 
times during the year. The reserve water storage at Brownlee and the 230 
kilovolt transmission facilities integrating Oxbow with the west group can make 
a substantial contribution to overcome the indicated deficits in the west group 
with both direct transfer of power and downstream of storage water from the 
Brownlee project. 


The Idaho Power Co. has been purchasing capacity from the Utah Power Co. 
The Utah Power Co. is compelled to withdraw this capacity to Idaho in order 
to meet their own power requirements. 

The normal load growth and the new power requirements of the Atomic Energy 
Commission along with the loss of purchased capacity from the Utah Power Co. 
makes it essential for the Idaho Power Co. to add new generation to their 
system. This will, in effect, add materially to the capacity needed to meet the 
requirements of the present defense industries and any new defense loads that 
might be located in the Pacific Northwest. 

In addition to the data contained in the recommendation from the 
Department of the Interior, the following facts are pertinent : 

(a) Both applications were filed within the time limit specified in 
the goal. 

(6) Applicant must comply with the provision of the goal that the 
added capacity to deliver power will be available by December 31, 
1958, or the certifieate will be invalid. 

(c) The site of the power development is in a dispersed location, 
outside congested urban areas and away from major military installa- 
tions and key defense industrial facilities. 

(d) The capacity to be added by these projects fits within the total 
quantity covered by the goal. 

(e) Other hydroelectric power developments have been certified in 
the past when all requirements of the pertinent goal were satisfied. 

Accordingly, after the Supreme Court action on April 1, both 
applications were certified on April 17, under goal No. 55, electric 

ower. Brownlee were certified for 65 percent of its cost, estimated 

y the company at $67,138,240 ; and Oxbow was certified for 60 percent 
of its cost, estimated at $35,943,730. 

Senator Keravuver. Are those figures the total cost ? 

Mr. Gray. Those are the total estimated costs. 

Senator Keravuver. All right, sir. 

Mr. Gray. Expansion goal No. 55 covered power expansion to be 
undertaken by any class I utility. Most of the bitliettions filed 
by such utilities were for the expansion of generating capacity, and 
when favorably recommended by the Department of the Interior as 
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within the purview of the expansion goal, were normally certified by 
this Office as being in the interest of national defense. To relate the 
specific contributions of each project to plants which it may supply 
several years later would be difficult in view of interconections and 
the attraction of defense industries to areas of adequate power. 

Idaho Power Co.’s system is an integral part of the interconnected 
northwest power pool, the resources of which now include the systems 
of Idaho Power Co., Utah Power & Light Co., the Montana Power 
& Light Co., Pacific Power & Light Co., Washington Water Power 
Co., Puget Sound Power & Light Co., Portland General Electric Co., 
together with the municipal systems of the cities of Seattle and Ta- 
coma, Wash., and the Bonneville-Grand Coulee system of the United 
States of America. 

The Brownlee and Oxbow projects of the Idaho Power Co. will 
serve major electric loads in the Pacific Northwest, including military 
posts, Atomic Energy Commission installations and defense plants. 
Attachment No. 1 relates to this paragraph. 

The Northwest Power Pool, having 90 percent of the total power 
generation in the Northwest, operates virtually as a single sytem in 
its service of electric energy to the consumers of its area. Its opera- 
tions are so interdependent upon the various company systems within 
the pool that an adverse condition in one section is shared throughout 
the entire area, and vice versa. 

When the bulk of the Northwest pool is low on both water and 
energy, the Idaho Power Co. will be in a position to supply the total 
amount of its peaking surplus to the pool and at the time when most 
needed. The certified installations of Idaho Power Co. are the only 
niajor generating facilities in the entire area which have any surplus 
to supply during the critical winter period of the pool system. Con- 
ditions experienced this past winter have served to illustrate the above. 

On January 27, 1957, Bonneville Power Administration was forced 
to discontinue service entirely to all interruptible industrial loads 
aggregating approximately 490,000 kilowatts, resulting in the loss of 
7 aluminum poilines in the area, as well as thousands of kilowatts to 
other interruptible power consumers. Had the Brownlee and Oxbow 

»lants been in operation at that time the bulk of this power could 
ote been made up by the Idaho Power Co. 

By depreciating 65 percent of the cost of 1 project and 60 percent of 
the cost of the other in 5 years instead of the longer period normally 
permitted under the Internal Revenue Code, the Idaho Power Co. 
will defer a portion of its tax payments. 

The company will save interest on the deferred tax payments, which 
amount it might otherwise have to borrow. The Government pays 
interest on borrowed money to make up for the tax deferment. Start- 
ing the sixth year the Government gets increased tax revenue because 
smaller deductions are available to the company and, at the end of the 
useful life of the facilities, the Government will have received the 
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deferred taxes. This assumes continuation of existing income levels 
and tax rates. The net cost to the Government is the difference be- 
tween the interest it pays on the amount of the “interest-free loan” 
and the interest it saves on the greater taxpayments which start with 
the sixth year. 

As to whether these deferred tax funds can be distributed among the 
company’s stockholders, opinion No. 264 of the Federal Power Com- 
mission issued December 4, 1953, on the matter of “treatment of 
Federal income taxes as aflected by accelerated amortization” con- 
tains the following pertinent statement : 


While it is clear to us that Congress, by the enactment of this law, did not 
intend to make gifts to the customers of the public utilities and natural gas 
companies which received certificates, it is equally clear that Congress did not 
intend to provide a temporary fund to these companies which could be diverted 
to the payment of dividends to their shareholders. Since the possession of 
necessity certificates is essentially a deferment of tax liability, the accruals for 
taxes in excess of those actually paid should logically be treated, not as free 
and unrestricted income, but earmarked to provide for the future of such lia- 
bility. 

Consequently, we will take all steps necessary to insure that provision is made 
for meeting the deferred tax liability and the temporary savings produced by the 
deferral of taxes are not used, directly or indirectly, for the payment of divi- 
dends, but are used for the purposes intended; namely, to aid in the construction 
of the facilities described in the certificate which were deemed by our Gov- 
ernment to be necessary to the national defense. 


As previously reported, the open expansion goals under the acceler- 
ated tax amortization program have been reduced from 229 to 8. This 
list of open goals has been constantly reduced, despite strong repre- 
sentations during the past year for the establishment of new goals in 


a number of industries, The present ODM policy on expansion goals 
is as follows: 


Tax amortization will be granted only to applications directly involving pro- 
curement of the Department of Defense and the Atomic Energy Commission, or 
where an expansion goal has been established and publicized because of a clear 
showing that, under conditions of full mobilization, the military and war-sup- 
porting requirements, plus the requirements of a rock-bottom civilian economy, 
would be in excess of the supplies available. 

As of May 15, 1957, ODM’s backlog of tax amortization applications 
amounted to 250 applications covering proposed expansions valued 
at an estimated $653,878,000. Only 233 of these, valued at $479,149,000 
are currently eligible for consideration ; of these, 192, for $424,406,000, 
are in the category of facilities directly connected with national de- 
fense and are under review in the Department of Defense and the 
Atomic Energy Commission. Attachment No. 2 gives the breakout on 
those figures which I have just read. 

That concludes my prepared statement, Mr. Chairman. 

(Attachments I and II referred to are as follows :) 
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ATTACHMENT I 
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Defense plants and military installations served by Idaho Power Co. and the 
Northwest power pool 


Company 


Navy ordnanot plant._............-.-....... 
Mountain Home Air Force Base-_--..-_-_~- ; 
National Metallurgical Corp-.-_......-__-- 


Buffalo Electro Chemical Co 
Larson Air Force Base................--...-- 
Boeing Aircraft Co_._.........-- 
Do-_. 
Do. ed 
Allied Chemical Co._-.--_------- 
Howe Sound Co--__..__.--- 


Radar station. ---_- 
Salt Lake Pipe Line ‘Co. 


Tidewater Terminal Co-_-_- 
Niki installation No. F-37...........-...--.- 
Pond Oreille Mines & Metals. ---- 
Snohomish County airport (Paine F Field). 
Standard O'] Co 4. 
Umatilla Ordnance Depot. : x 
American Zine, Lead & Smelting Ges 
United States naval station....._-_....-.---- 
United States naval radio station - 
Maritime Administration 
Fairchild Airbase _- 
Alngien Company of America. _- 
0 
Anaconda Aluminum Co 
Kaiser Aluminum & Chemical Co _ 
Ke ne Aluminum & Chemical Co. (rolling 
mill) 
Kaiser Aluminum & Chemical Co 
Reynolds Metals Co 
BN 2 | . wche ce cea n ob oahded bd Se o~ ed 
Naval supply depot (Velox) - 
Carberundatr ©6. .. 2055.21... 2... 
Electro-Metallurgical Co__................-- 
Hanna Nickel Smelting Co 
Keokuk Electro Metals Co__..........------ 
Pacific Carbide & Alloys Co 
Pacific Northwest Alloys. ..................- 
Pennsylvania Salt Manufacturing Co 
Vicor Cmemiess COe he eo 
Atomic Energy Commission 
CI cn le ee ee ce ee 
ieee Copper Co 
ee 
POG Pee ce. 2 boo ced de eee ended 
DORE WOES Lthcbinwcdccdch sebicdescetnte 
Portland Army Airbase. .-................... 
Gi mer Amer. 2. sre as 
Rooker Electrochemical Co 
Bethlehem Steel Corp 
Electric Stee] Foundry ~..._..............-..- 
Willamette Iron & Steel 
Tacoma Smelter 


Bunker Hill & Sullivan __ 
GT A ONE TOL oo cocina $antenawewsue 
Tron Fireman 

SI ne he ee 
General Petroleum Corp 
Beene kc 
Puget Sound Navy Ys¢ 
Pacific Car & Foundry.............--------- 
Pennsylvania Salt Manufacturing Co 
Monsanto Chemiecal_..............-...-..... 
Atomic Energy Commission_- 


Location 


Pocatello, Idaho.........-..- 
Boise, Idaho---__....---_- 
Springfield, Oreg_._.._._-. 
Vancouver, Wash_____-_--. 
Enhrote. Wash. ; .....-..~-- 
Moses Lake, Wash -____--- 
Everett, Wash 


Seattle, Wash_--__---...-___| 


Kennewick, Wash_-_-_--_.__- 
Holden, Wash-_......--..-.-- 


Noah Bay, Wash 
| Pasco, Wash 


East Pasco, Wash-_-.......-- 
Medical Lake, Wash ______ 
| Metaline Falls, Wash 
| Everett, Wash._..........-- 
Richmond Beach, Wash ---_- 
Ordnance, Oreg-__.-..------- 
Metaline Falls, Wash____. 

Tongue Point, Astoria, Oreg. 
Ose, Wash 
Vancouver, Wash... ......- 
Fairchild, Wash-_--........-_| 
Vancouver, Wash____.-_..-. 
WwW enatchee, re ta 
Columbia Falls, Mont___- 
ov Wash... 





| Tacoma, Wash--_._- 
Longview, Wash__ 
Troutdale, Oreg__.--. 
Spokane, Wash_.-_- 
Vancouver, Wash_-_-___..-.-- 
Portland, Oreg___-__- 
| Riddle, Oreg__............-- | 
| Roek Island, Wash__._------ 
Portland, Oreg 

| Spokane, Wash 
| Portland, Oreg 
Silver Bow, Mont 
| Lisay “tin Wash 


o 

Anaconda, Mont 
Great Falls, Mont 
Taecona, Wash 


bh Mien baka Jieneedccdenek 
| Portland, Bo kan c aecigis 
Z we Wit; Suc 


Seattle, WROOER ote sesi il. te | 
Portland, Oreg 


| Tacoma, Wash. .___........- 
Pocatello, Idaho . 
Kellogg, Idaho 
Everett, Wash 
| Portland, deg: 





| Anacortes, W ash 
} Bremerton, ER 
Renton, Wash | 
Tacoma, Wash __- 
Soda Springs, Idaho 
Arco, Idaho 





Product 


Silicon 

con, 
Hydrogen peroxide. 
Air Force Base. 
Aircraft testing. 
Aireraft tooling. 
Aircraft construction. 
Nitric acid. 


and aluminum-sili- 


| Copper and zine concen- 


trating. 

Transportation of petroleum 
products. 

Tank fartn. 

Lead and zine. 

Aircraft overhaul. 

Petroleum products. 


Lead and zine. 


Shipyard. 


| Aluminum. 


Do. 
Do. 
Do. 
Do. 


Do. 
Do. 
Do. 


Abrasives. 

Ferroalloys, calcium carbide. 
Ferronickel. 

Ferrosilicon. 

Calcium carbide. 
Ferrochromium. 

Chlorine, caustic, chlorates. 
Phosphorus. 


Ferroalloys, zine. 
Copper. 


Ferroalloys. 


| Chlorine, caustic soda. 


Steel. 
Shipbuilding. 


Phosphates. 


| Zine and lead. 


Parts for airplanes. 

Electronic equipment. 
Do. 

Petroleum refinery. 
Do. 


__| Chlorine, caustic soda. 
| Phosphates. 





eo 
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ATTACHMENT II 
Status or TAx AMORTIZATION APPLICATIONS, May 15, 1957 


There is a backlog in ODM of 250 applications for necessity certificates, esti- 
mated to cost a total of $653,878,000 ; 233 of these 250 applications, estimated to 
cost $479,149,000, are eligible for consideration under the following expansion 
goals: 


Number of Estimated 






Goal No. Description applications cost 
on file 
224, 206 | Production facilities and research and development for defense 192 | $424, 406, 000 
use. 
229 | Liquid nee ae NN as SS is i i tee 24 25, 000, 000 
ESSERE LEE LA DO EEE LE CG ee 1 1, 500, 000 
i oe sehen weenie 14 24, 793, 000 
ec ee Lk ale 0 0 
228 | Strategic mica substitutes__._____.._- 0 0 
227 | Roll-on, roll-off ships_._..-.......--- 0 0 
Ba i te eno ammenmennaenn 1 450, 000 
i RE a a STS Sy oe Se ee 1 3, 000, 000 
Total_____- i tli  tccaiciatnsel eta SEED saetcncek onde dn Bel btabid Sails ainbiee 479, 149, 000 
peiieatiamamneens $0 Gem bes. Sets ss kc 0 0 ~nn 2s. se 17 174, 729, 000 
rs i a tt idtenanslcbislid betlibintincaneuss 653, 878, 000 


on — which are “closed,” i. e., for which applications are no longer accepted, but which have not been 


Note.—Applications on hand which were on file prior to the closing of goals are eligible for consideration. 
If the applications on hand would produce more than is needed to complete a goal, certificates are granted 


aS basis of the “‘selection criteria’; e. g., date of filing, small business, dispersion, experience in the 
industry. 


Senator Kerauver. As I said in our first meeting the other day, 
we had invited members of the Finance Committee and the Interior 
Committee, since they do have a direct interest in this matter, to sit 
with us. We are honored that the chairman of the Interior Com- 
mittee, Senator Murray, is with us, and a distinguished member of the 
Interior Committee, Senator Carroll. 

Mr. Gray, the memorandum prepared by the Joint Committee on 
Internal Revenue refers to the percentage of tax writeoffs classified 
under small business. Do you have the breakdown of how much of 
the rapid tax writeoffs granted during this program are classified as 
small business ? 

Mr. Gray. I don’t have one at hand, Mr. Chairman. I will have to 
inquire. Mr. Parnell, who is familiar with this program 

Senator Keravuver. Mr. Parnell and Mr. Wyckoff are familiar with 
it, too. Why don’t you gentlemen come up here and sit down? 

The Joint Committee on the Economic Report, in its hearings of 
January and February of 1957, contains this statement: 

It has been unofficially estimated, however, that roughly 32 percent of the 
certificates issued in 1954 went to small business, although these certificates 
accounted for only 11 percent of the proposed investments covered by certificates 
issued that year. In 1955, it is estimated 19 percent of the certificates issued, 
accounting for only 8 percent of covered investments, went to small companies, 

Do you gentlemen think that is according to your compilation? 

Mr. Parnewu. Yes, sir. That is right. 

Senator Kerauver. Mr. Parnell, will you identify yourself? 

Mr. Parnewu. Yes, sir. My name is F. L. Parnell and I am Execu- 
tive Assistant, Production Area, ODM. 
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Senator Kreravuver. Mr. Gray or Mr. Parnell, how do you catalog 
small business as distinguished from big business in the consideration 
of applications ? 

Mr. Parnety. The definition, Senator, was pretty well established 
by the Small Business Administration. It varies in different types 
of industries. It rests on numbers of employees, basically, and it 
varies slightly. I will be glad to get you a copy of their publication 
which has been followed in the somat coding of individual applica- 
tions. That is, ODM looked to the Small Business Administration to 
set up a criteria for determining which applications should be con- 
sidered small business. 

Senator Kerauver. Are they referred to the Small Business Ad- 
ministration separately to secure a determination of whether they are 
small business or not ? 

Mr. Parneu. They are not now referred, Senator, but they have 
been invited to come in at any time they care to and take a look. In 
the early days of the program they had personnel right in our office 
taking a look at every application filed. They were in the process. 

Senator Keravuver. Will you secure for the committee and give the 
staff, to be published in the record, the criteria that you secured from 
the Small Business Administration ? 

Mr. Parnetyu. Yes. We will be glad to. 

(The material referred to may be found in the Appendix on p. 1059.) 

Senator Kerauver. I notice on page 93 of the hearings of the 
Atomic Energy Committee, January and February 1955, that in issu- 
ing a certificate to the Duquesne Light Co., ODM classified it as small 
business. According to the statistics of the electric utilities in the 
United States privately owned as of December 31, 1955, this company 
had a plant investment of $318 million and operating revenues of $86 
million. This was stamped by ODM as being small business. What is 
your explanation of that ? 

Mr. Parnetu. Senator, I would have to check that particular appli- 
cation filed and I haven’t looked at it in quite a while, sir. 

Senator Kerauver. Can you tell me if it was classified as small 
business ¢ 

Mr. Parnett. Maybe I should look at the file to be sure, but I as- 
sume if they took this from the file, that is an accurate reproduction 
of it. It seems to be. That is the type of rubber stamp that is put 
on these applications. 

Senator Keravuver. Don’t you think $318,912,000 is a pretty large 
net plant investment ? 

Mr. Parnetu. It is a large plant investment, Senator, but I think 
the number of employees is probably the governing factor. I would 
like to check it, though, before I answer positively. 

Senator Keravuver. Can you give us some estimate? Will you 
check it and if you have any explanation to make about the Duquesne 
certificate, furnish a statement to the committee ? 

Mr. Parnetu. Yes, I will. 

(Statement furnished by ODM follows:) 


Duquesne Light Co. filed an application for a necessity certificate TA-—28436 
on September 3, 1954, for facilities to conduct research and development on 
nuclear reactors for the generation of electricity. 

A public utility employing less than 1,000 people is classified as small business. 
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Since the application stated that the facility would employ 135 people to operate 
the project, it was stamped “small business.” 

Later, when it was learned that Duanesne Light Co. as a company employed 
more than 1,000 people the applicati: u was corrected to read “not classified as 
small business.” 

The original classification as small vusiness had no effect on its certification. 


Senator Kerauver. Can you tell us what percentage of the amount 
authorized in certificates in 1956 went to small business ? 

Mr. Parnett. I cannot tell you that, sir, without getting the tabu- 
lation from the office. We can get it for you. 

Senator Keravuver. Will you secure it for us? 

Mr. Parnetn. Yes, sir, I will. 

Senator Kerauver. Could you do it industry by industry ? 

Mr. Parnett. We do not now have it that way, Senator, but it is 
available in machine records. It will have to be tabulated. 

Senator Kerauver. You can do it as to utilities, can’t you? 

Mr. Parnety. We can get it for you; yes. 

Senator Kerauver. Get it for us on the whole and if you can break 
it down industry by industry, do so. At least break it down as to 
utilities. 

Mr. Parnetz. All right, sir. 

(Statement furnished by ODM follows :) 


During the year 1956, 120 certificates were issued for electric power facilities ; 
of these, 4 were issued to companies which qualified as small business under the 
Small Business Administration criteria. In the case of public utilities, however, 
the classification was not significant because the percentage of amortization was 
not affected by it. 

During the 4-year period 1953 through 1956, 2,568 certificates under all existing 
goals were issued to applicants classified as small business for an estimated 
cost of $1,509,416,000, and 5,052 certificates were issued to other than small busi- 
ness firms for an estimated cost of $12,946,875,000. 


Senator Kerauver. There is a statement from the report of the 
Joint Committee on Internal Revenue Taxation with reference to 
big business and small business which I think should be in this record. 
I might just as well read it. It is very brief. This statement was put 
out on December 28, 1956, by Senator Byrd as chairman of the joint 
committee : 


The present amortization program has a certain built-in bias against new or 
small firms with uncertain income prospects. To encourage development of a 
mobilization reserve, the firm is permitted to lump all of its depreciation deduc- 
tions at the very time when the new capacity is not needed by the market. If 
this were the firm’s only investment, it is doubtful that the firm would expect 
enough income in the first 5 years to make use of the high deduction. The 
administrators of the program have been aware of the big-business implieations 
and have given the problem particular attention. The difficulty is the absence 
of any precise criteria of what is the congressional policy with regard to small 
and new business under defense-production programs. 

In at least two programs the administrators more or less consciously regarded 
their assignment to be a small- or new-business program as well as the defense 
program. In another program the administrators are criticized by the Attorney 
General for not giving adequate consideration to the complex problem. 

It would seem clear that amortization will involve more of the cost to the 
Government if, in addition to providing defense, the program tries to improve 
the share of small business than if it is merely preventing small business from 
losing ground. 


Senator Dirksen, do you have any questions you want to ask? 
Senator Dirksen. Yes. I think so. 


a aS ec 


An AF 





RAPID AMORTIZATION IN REGULATED INDUSTRIES 245. 


Mr. Gray, the fast tax-amortization program began in September 
of 1950. Is that right? 

Mr. Gray. It was in 1950. I suppose September. I am not sure of 
the date, but in 1950; yes, sir. 

Senator Dirksen. That would be roughly about 3 months after we 
became involved in Korea. 

Mr. Gray. That is correct. 

Senator Dirksen. When we became involved, it became apparent, 
certainly to the administration leadership in 1950, that additional 
power facilities were necessary in order to sustain the war effort or the 
police-action effort and also to round out facilities for our future 
national defense needs. Would that be a fair estimate of the situation ? 

_ Mr. Gray. I am sure that was the conclusion they reached at that 
time, Senator. 

Senator Dirksen. So this tax-amortization program got underway 
about 3 months after Korea and I take it from the statement you 
submitted that a good many certificates were issued in those early 
years. Is this the statement that you inserted in the record of these 
hearings ¢ 

Mr. Gray. No; I have not submitted these figures for the record. 
This would be the number of certificates and the amounts certified 
and authorized for the electric power industry for the years 1951 
through the present time, which indicates that this load of amortiza- 
tion has pretty well been distributed throughout the 7 years, more 
or less, of the program. The largest single year involved in the pro- 
gram was in 1952. 

Senator Dirksen. Would that be calendar 1952 or fiscal 1952? 

Mr. Gray. I think this would be calendar 1952. 

Senator Dirksen. Calendar 1952? 

Mr. Gray. Yes. That was the largest year in the program since 
1951, and as you know, the electric power goal was closed in De- 
cember, and it is no longer a current program. There are certain 
certificates which have been the subject of discussion before this 
committee, and they are the last which could be granted under that 
goal and there aren’t any pending; no more which would be acted 
upon. 

Menéiat Dirksen. So, under the prior administration this program 
was in effect, and I take it from those figures it achieved a rather 
substantial volume in 1952. In fact, dollarwise that was the largest 
year of any up to now. 

Mr. Gray. It was the largest year in dollars and the largest year in 
number of certificates. 

Senator Dirksen. If it is a fact that these plants were needed, there 
were 2 or 3 ways, I suppose, in which we could get them. No. 1, the 
Congress could appropriate the money out of the public Treasury 
and build them as onblic power units, or it could do something to 
stimulate private investment to go into that field and build them, and 
thereby obviate the necessity for the appropriation of public funds. 

Mr. Gray. That is correct. 

Senator Dirksen. Would there be any other way of stimulating 
some interest in the building of plants that are essential to the national 
security ? 

Mr. Gray. I suppose there could have been a loan of Government 
funds in some way. I am not sure whether that would have been 
covered under the defense production act or not. 
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Mr. Kendall, do you know ? 

Mr. Kenpatt. Limited to funds available. 

Mr. Gray. It would have involved a risking of Government capital, 
and outlay, and the lack of use of those funds to the Government. 

Senator Dirksen. Do you have in mind a figure as to the amount of 
loan funds which were available for this purpose? 

Mr. Gray. I will have to get help on that, Senator. 

Mr. Kenpatu. The sum made available in the Defense Production 
Act was for several purposes, including among others, a great many 
other loans where private funds were not available for a loan. This 
is, of course; an important limitation since that means that the loan 
could only be made when the bank wouldn’t touch it. The total 
available for this purpose and others was $2.1 billion. 

Senator Dirksen. $2.1 billion? 

Mr. Kenpatu. Yes, sir. 

Senator Dirksen. For the whole program ? 

Mr. Kenna, Yes, sir. 

Senator Dirksen. That is over what period of time? 

Mr. Kenpatu. The act was enacted in the same month this change 
was made in the tax law, September 1950, and that sum has not been 
increased. Thisis1957. The act isstill in effect. 

Senator Dirksen. Are there any funds remaining in those appro- 
priated amounts that are available for loan purposes ? 

Mr. Kenpa.t. It was not an appropriated amount, sir. It was an 
authorization to borrow from the Treasury for these purposes, and 
there is still some borrowing authority left. I don’t know the exact 
amount. 

Senator Dixsen. So then there were three ways in which these 
could have been built. One, by direct appropriation; one to loan the 
money out of public moneys to the entrepreneur, or the other was to 
follow a system that was set up in the prior administration to permit 
5-year writeoffs, fast amortization, and in so doing create an incentive 
for private capital coming into this field. 

Mr. Kenpauu. That is correct. 

Senator Dirksen. So this is a pattern that was established as early 
as September 1950, and has been followed rather uniformly ever since. 

Mr. Gray. I think so. I think the criteria then established have 
been the ones which have been followed through the succeeding years 
of the program. 

Senator Drrxsen. Has there been any substantial modification in 
the criteria that were laid down when the program was initiated ? 

Mr. Gray. I believe not. 

Senator Dmxsen. In other words, the requirements and the criteria 
as of today are substantially the same as those which prevailed back 
in September of 1950? 

Mr. Gray. That is my understanding. I will have to ask those 
— have been familiar with the program through the years to pursue 
that. 

Mr. Kenpauu. Senator, the criteria were developed mostly through 
that fall and winter, 1950-51, and the next year. The criteria became 
solidified in regulations approved by the President finally in the first 
set of regulations, I believe, February 1952. They had taken that 
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long to crystallize, but they were being followed pretty well as they 
were being developed. 

Senator Dirksen. What was the total number of tax certificates that 
had been issued from the inception of the program until whatever the 
most current reporting date might be ? 

Mr. Gray. In all phases of the program? About 22,000 certificates. 

Senator Dirksen. How many of those were in the power field? 

Mr. Gray. Something over 900, 911 or 913; 927, I think. I beg 
your pardon ; 927 through the entire program. 

Senator Dirksen. Would there be any point particularly in setting 
the whole list in the record by names of companies and the amounts 
involved? I don’t particularly want to burden the record, but I do 
want to be sure that this whole story is told. 

Mr. Gray. These can be furnished for the record, Senator, if it is 
desired to insert them. 

Senator Dirksen. Mr. Chairman, would you like to see these in- 
serted in the record? Have they been inserted some other place where 
they can be incorporated by reference ? 

Senator Krerauver. The amounts per year have been inserted at 
pa e 772 of the hearings of the Joint Economic Committee, January- 

ebruary 1957. I do not know if somewhere in the other records all 
the projects have been inserted by names or not. The certificates of 
necessity outstanding, cumulative and quarterly action, 1950 to 1956, 
were also inserted and appear on page 10 of the staff report of the 
Joint Committee on Internal Revenue Taxation. I think it would be 
well to have both of these reprinted in the record at this point. 

Do you have a list or have you put in the record a list of all the 
certificates that have been printed ? 

i, Mr. Kenpaty. We haven’t done so. In the record of this committee ? 
Vo, sir. 

Senator Keravuver. I mean of any committee. 

Mr. Kenpatu. As of a year ago we did put in the full list up to 
that time. 

Mr. Parnetu. With the Joint Committee on Defense Production. 
Yes, sir, Senator. On several occasions complete lists have been made 
available, but I think it is as much as a year ago that a complete list 
was furnished. It is available. It is in an inquiry table, regularly 
a machine listing of all applications filed and the disposition. It can 
be furnished either by listing or code, either way you desire. 

Senator Krerauver. Suppose you furnish it by industries and then 
we will make proper reference to where the list up to a year ago was 
placed in the record and place the remaining ones in our record here. 

Senator Drrxsen. Mr. Chairman, I would have no objection to put- 
ting the whole list of 918, or whatever it is, in the record. 

ae Keravuver. Very well. We will print the whole list in the 
record. 

Senator Drrxsen. So everybody can see. It won’t be too much of a 
job to bring your list up to date, will it ? 

Mr. Gray. I think we are talking about two different things. 
Whether we are talking about the entire list of tax amortization 
certificates 

Senator Dirksen. I am talking about just the power field. 

Mr. Gray. It would be very easy. 
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Mr. Kenpauu. The Chairman was referring to the power field? 


Senator Kerauver. I don’t know what Senator Dirksen was refer- 
to. 


r 
cae Dirksen. Yes. Just tothe power field. 
Senator Kerauver. How long would it be if it included all fields? 
Mr. Parner. That gets up to 22,000 or 23,000 for the entire 
program. 
— Drmxsen. Mr. Gray, there certainly were applications for 


tax amortization in the power field that where not granted, weren’t 
there ? 


Mr, Gray. Yes, sir. 

Senator Dirksen. How many would you say? I understood that 
there were 918 certificates approved. 

Mr. Gray. 927. 

Senator DimxkseEn. 927? 

Mr. Gray. Yes, sir. 

Senator Kerauver. That were not granted ? 

Mr. Gray. No. That were approved. 

Senator Kerauver. Do you have the list of the ones that were not 
granted ¢ 

Mr. Kenpatu. We can supply it. 

Mr. Wycxorr. Here it is. 

Senator Kerauver. It seems to be a short list. If it is all right, 
just read it. 

Mr. Kenpauu. This isn’t the list. This is the total of the last few 
years, year and a half. 

Senator Kerauver. Mr. Kendall, talk louder, please. 

Mr. Kenpauu. This piece of paper gives only the total of the 
denials in the last 214 years. This is not the information that you 
are seeking, but we can get it, a list of all denials. 

Senator Kerauver. What is it that you have there? 

Mr. Kenpatt, Since January 1, 1955, facilities denied certification 
would have produced or will produce 4,548,000 kilowatts of power. 
During that same period certifications were granted to facilities to 
produce 13,013,550 kilowatts. 

Mr. Gray. But it is not in numbers of certificates or dollars as the 
other list, and we will have to furnish that. 

Senator Dmxsen. In terms of energy, then, about one-third of the 
SpE Ms I take it, were denied? Roughly ? 

r. Kenpauu. Roughly. 

Mr. Gray. In that period, January 1 through May 22. 

Senator Dirksen. Yes. 

Senator Kerauver. As I understand it, you will furnish a list of 
the applications that were denied, with the amounts ap 188 for the 
kilowatts that would have been installed and the date of the denial? 

Mr. Gray. Yes, sir. 

Senator Dixsen. Mr. Kendall, I would assume, of course, that the 
basis for the denial would be that they didn’t meet the criteria set 
down by ODM. 

Mr. Kenpatu. That is correct. 

Senator Dirksen. That is a fair summary ? 

Mr. Kenna. Yes, sir. 
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Senator Dirksen. In other words, you have got certain lines and 
you stand up a project against it to see whether it meets these various 
considerations. If it does, it would be eligible for a certificate, and 
if it didn’t it wouldn’t be eligible for a certificate. 

Mr. Kenpatx. That is right. 

Senator Dirksen. So in every case you were interpreting with re- 

spect. to individual applications what the criteria were, whether the 
projects submitted met the criteria, and whether a certificate then 
should be issued. 
f Mr. Kenpaux. Measuring each proposal against fixed criteria; yes, 
sir. 
Senator Dirksen. Getting back to Idaho Power, first of all, this 
matter was before the Federal Power Commission for certainly a 
long time. I thought I heard somebody say they had 193 days of 
hearings. Is that correct? 

Mr. Kenpatt. I don’t know whether it was before the Power Com- 
mission 193 days, but I know it was a substantial record. 

Senator Drrxsen. I presume, of course, when Mr. Kuykendall 
comes, he can testify as of knowledge on that point, but I have heard 
it said that there were 193 days of hearings. After the Commission 
digested all of the evidence and the testimony, they issued a license 
to Idaho Power Co. to proceed with the so-called Oxbow and Brown- 
‘ee construction. Is that substantially correct ? 

Mr. Kenpaty. Yes, sir. That is right. 

Senator Dirxsen. It was after that time, after they got their FPC 
certificate, that they then made their application for a tax amorti- 
zation certificate ? 

Mr. Kenpautu. No. The application had been filed before the li- 
cense was granted, but it was not processed until after the license had 
been granted. That is uniform, has been the uniform practice. 

Senator Drrxsen. I see. That was how long after the FPC license 
was granted ? 

Mr. Kenpatu. The FPC license was granted in August of 1955, I 
believe, sir, and the processing of the application for tax amortization 
took place that fall. Meanwhile, the license was taken to court by 
those opposing the FPC grant, and it was in court until last month, 
when the Supreme Court denied certiorari to the court of appeals that 
had upheld the FPC grant of a license, so that the license is now 
firmed up. 

Senator Dmxsen. When was the initial legal action taken? Was 
there a request through a Federal court for an injunction to halt the 
work and then test out the merits of the license ? 

Mr. Kenna. I don’t think there was an injunction to halt the work, 
sir, or at least if they sought it, it was not granted. The proceedings 
are provided for in the statutes having to do with the functions of 
the Power Commission, and I am not entirely familiar with them. 
The license was, however, challenged in a court and passed upon by 
the circuit court, and then certiorari to the Supreme Court was denied, 
which pretty well completes the judicial review of what the FPC did. 

Senator Dirxsen. Mr. Chairman, has the finding of the Federal cir- 
cuit court of appeals been inserted and made a part of the record? I 
don't know that we need to burden it with the entire court record, but 
| think at least the finding of the circuit court should be inserted in 


the reeord. 
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Senator Kerauver. It has not been made a part of the record. Do 
you want the entire opinion or the syllabus ? 

Senator Dirksen. I think the opinion ought to be entered, together 
with a syllabus of the case so that it isn’t too long. I haven’t seen it, 
and consequently I don’t know how long that opinion might be. Do 
any of you gentlemen have a notion about it ? 

Mr. Parnetu. I do not, sir. 

Senator Kerauver. The staff will insert in the record the Federal 
Power Commission’s finding and the opinion of the court of appeals. 

(The F. P. C. findings may be trot on p. 957. The court of ap- 
peals opinion may be found on p. 1283.) 

Senator Dirksen. While this matter was pending in the Federal 
circuit court of appeals, did you go ahead with the processing of that 
amortization certificate or did you just suspend action ? 

Mr. Kenna. The processing proceeded, sir, to the review by the 
delegate agency. Under regulations provided for this program, ap- 
proved by the President, an application for a tax certificate is sent 
to an appropriate department of the Government for review and 
screening and advice as to whether it comes within the program as 
established. In this case, power, the application was sent to the 
Department of the Interior. That procedure went on but no certificate 
was issued because of the pending litigation. 

The practice of withholding a certificate until the license has been 
issued serves two purposes. One is, it avoids our appearing to fill our 
goal for any item with projects that are not yet approved by the 
eppmpriate regulatory authorities, which would mean adding and 
then subtracting them again from the goal as their license was denied, 
and secondly, it avoids the suggestion that the Federal Government 
by issuing a tax certificate 1s somehow anticipating a license or 
intending to influence the appropriate commission. 

Senator Dirksen. In that negotiation between ODM and the De- 
artment of the Interior, was there any kind of formal finding by 
nterior which was transmitted to ODM? 

Mr. Kenpauu. Yes, sir. They made a regular report as in all other 

cases. 

Senator Dirxsen. In substance, what was the nature of that report 
and its content ? 

Mr. Kenpatu. The report was referred to by the Director in his 
statement, sir. It found that these applications did satisfy the stand- 
ards of the goal and that certificates could appropriately be issued. 
We have those findings before us if you wish them, sir. 

Senator Dirksen. If it is not too long, I think maybe it might be a 
useful part of the record. 

Senator Keravver. It is set forth on page 12 of the statements, 
is it not? 

Mr. Kenvatu. A portion of the entire document is quoted there, yes. 
I think that is the essential part. 
anne Drr«sen. Is all the essential part of the finding included 

ere 

Mr. Kenpatu. I am advised that that is the essential part of the 
finding. 
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Senator Dirxsen. Then there is no need to amplify the record if 
it is substantial there. 

Now, we go, then, of course, to the motion for a writ of ceritorari 
to the Supreme Court to haul up the records for review. Nothing 
happened so far as the certificate was concerned so long as that motion 


was pending, and until it was disposed of by the Supreme Court. Is 
that correct ? 


Mr. Kenpauu. That is correct. 

Senator Dirksen. The Supreme Court made its finding, as you 
say, on the 1st of April. 

Mr. Kenpauu. That is right. 

Senator Diesen. By denying the writ of certiorari. That ex- 
tended the appeal. 

Mr. Kenpau.. Yes, sir. 

Senator Dirksen. At that point what action did you take? 

Mr. Kenpauu. Shortly thereafter the certificate was issued, on 
April 17. 

Senator Dirksen. Now, Mr. Gray, we come to the crux of the ques- 
tion. Why should you or why should you not have issued the certifi- 
cate? Suppose you had not issued the certificate? What in all good 
conscience could you say to these bona fide applicants who filed their 
applications for certificates as early as the fall of 1955, which is nearly 
2 years ago, and in your judgment and in the judgment of the Interior 
had complied with the criteria which were in effect since September of 
1950? What could you in good conscience say to them ? 

Mr. Gray. Well, I could only say, Senator, that the fast amortiza- 
tion certificates should be granted. They met all the criteria which 
had been established. The applications were filed in a timely fashion. 
The Federal Power Commission had granted the license. The license 
had been litigated up to the Supreme Court. Over 900 other applica- 
tions had been granted to people similarly situated, and I could see 
no reason, nor can I now see any reason, why this applicant should 
be discriminated against, having met all the criteria. It seems to me 
it would have been an abuse under the regulations and criteria existing 
over a period of years to deny this company certificates when the 
granting of them was so clearly in accordance with the ground rules 
laid down. 

Senator Dirksen. Are there any cases where an applicant, having 
met in his own judgment, at least, the requirements and the criteria 
that you have laid down, asks for a mandamus to compel you to issue 
a certificate ? 

Mr. Gray. I know of no such case, Senator. 

Senator Dirksen. Would ODM be compelled under such circum- 
stances to issue a certificate if an applicant could show to the satis- 
faction of the court that he was entitled to it? 

Mr. Gray. Well, I suppose if a decision were capricious and arbi- 
trary, I don’t know what a court would do. I repeat, however, that 
having met all the requirements for a program authorized by law 
and administered in a certain fashion over a period of years, I could 
see no reason why these certificates should be denied. I could not 


answer the question as to what a court would do on a mandamus pro- 
ceeding. 
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Senator Dirksen. I am just thinking of the whole picture. Nine 
hundred and eighteen certificates have been issued and here comes 
a company in good faith 2 years ago, gets its license from the Federal 
Power Commission after long hearings, and a very diligent and earn- 
est consideration of all the facts that are involved; and makes its 
application to your agency for a tax certificate such as has been issued 
to 918 other companies. It is quite within the framework of the so- 
called security pattern and your goals, and you say, we are sorry, 
but we just cannot issue it. That would look like rather arbitrary 
and capricious action that would certainly give them a cause to pro- 
test, and I am wondering whether they oould actually go into court 
and ask the court to issue a mandatory order. 

Mr. Gray. I think that is entirely possible, but since the power to 
be generated which was covered by these applications was figured 
into the goal which was closed subsequent to the filing of the appli- 
cations and all the other conditions had been met, I can see no reason 
for an arbitrary discrimination against this company. 

Senator Keravver. Will the Senator from Illinois yield? 

Senator Dirxsen. Yes. 

Senator Keravver. I would like to ask some questions about the 
criteria. 

First, Mr. Kendall, you have been there longer than Dr. Gray. You 
don’t ew of any mandamus proceedings that have been brought, 
do you? 

Mr. Kenpauu. Sir, I do have a recollection of someone bringing 
us into court in an attempt to set a certificate aside as being contrary 
to the regulations and the court did not find for the petitioner but 
found for the Government. I don’t know the reverse. I don’t know 
of any cases—— 

Senator Kerauver. Mr. Gray, the criteria you speak of are set 
forth on pages 13 and 14 of your statement, are they not ? 

Mr. Gray. Yes. In addition to the criterion of coming within the 
ar expansion goal with respect to which the applications were 

ed. 

Senator Keravver. That is listed under (a) on page 13? 

Mr. Gray. Yes. 

Senator Kerauver. As the goal has been increased, of course, more 
could qualify ; is that correct ? 

Mr. Gray. I am not sure I understand the question. 

Senator Keravver. That is, more could come into it as the amount 
of kilowatts installed was increased. More could come in it? 

Mr. Gray. If the goal is enlarged, yes. 

Senator Keravver. But the five points set out here are the criteria 
that you go by; is that correct ? 

Mr. Gray. That is right. 

Senator Krravuver. We had a colloquy between Senator Carroll 
and Mr. Wyckoff at the last meeting with reference to point B, that 
the applicant must comply with the provision of the goal that the 
added capacity to deliver power will be available by Paceiiher 31, 
1958, or the certificate would be invalid. In the colloquy Senator 
Carroll asked Mr. Wyckoff about it and Mr. Wyckoff said 

We were advised by the Idaho Power Co. that they have started the construc- 
tion of Oxbow, and they expect to have it in production by the end of 1958. 
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Senator CarroLLt. When did you receive that information? 

Mr. Wyckorr. About a month ago. 

Then Senator Carroll asked that we look into that matter further. 

Mr. Gray you went into the question of whether they met the cri- 
terion on Oxbow that it would be completed by December 31, 1958, 
did you ¢ 

Mr. Gray. Yes, sir. I was informed that they would. 

Senator Kerauver. Who informed you, Mr. Gitay ¢ 

Mr. Gray. My staff. 

Senator Kerauver. Who on your staff ? 

Mr. Gray. Well, I think we had various discussions about it, but I 
think it was Mr. Wyckoff. 

Senator Kerauver. Do you remember particularly? Was it only 
Mr. Wycoff or was it somebody else ? 

Mr. Gray. I don’t contiedlnee particularly. I was informed that 
the criteria were met and that the company would have the facilities 
completed by December 1958. I did not personally talk to the com- 
pany myself. 

Senator Kerauver. You examined the record and what had been 
said about it and what statements had been made? 

Mr. Gray. Yes, sir. 

Senator Kerauver. And as far as you know, the only information 
you got was that told you by Mr. Wyckoff, a member of the staff? 

Mr. Gray. Well, with respect to any of these matters, Senator, I 
rely on the staff. 

Senator Kerauver. Did you or Mr. Wyckoff or Mr. Parnell ask Mr. 
English of Interior whether it would be completed by December 31, 
1958¢ Mr. Parnell, did you ask? 

Mr. Parne.t. No sir, I have not gone into that question. 

Senator Kerauver. Mr. Wyckofi ¢ 

Mr. Wycxorr. I did; yes, sir. 

Senator Kerauver. Who was it you asked ? 

Mr. Wyckorr. Mr. English of Interior. 

Senator Kreravver. What did he say ¢ 

Mr. Wycxorr. He received a letter from the Idaho Power Co. dated 
April 12 which he transmitted to me. Would you like me to read from 
it? 

Senator Kerauver. It looks rather brief. Why don’t you read the 
whole letter ¢ 

Mr. Wycxorr. The letter is to Mr. George English, Office of the 
Assistant Secretary, Water and Power Department, Department of 
the Interior. It is dated April 12, 1957, and it is written by John 
T. Kimball, vice president and general manager of the Idaho Power 
Co., Boise. 

Senator Keravver. What is the date of this letter ? 

Mr. Wycxorr. April 12, 1957. 

Mr. Wyckorr. (reading) : 

With reference to the questions which you have asked about the above appli- 
cations— 
which are numbered above— 


1. Idaho Power Co. intends to have the Brownlee and Oxbow hydroelectric 
plants in operation by December 31, 1958. Construction in various stages is 
94133—57—pt. 1——-17 
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underway on both projects, the Brownlee project being much further advanced 
because of the longer construction time required for Brownlee. 

2. The actual expenditures to April 10, 1957, on the Brownlee and Oxbow 
projects and to April 1, 1957, on transmission lines, substations, and other fa- 
cilities related to these 2 projects, amounts to $23,897,000. Orders under firm 
contracts for turbines, generators, and other equipment for the Oxbow and Brown- 
see projects, including transmission lines, substations, and other such related 
facilities, amount to $24,394,000. This makes a total of $48,291,000 either 
spent or committed on these projects. 

Senator Kerauver. Those figures include Brownlee and Oxbow, 
is that right? 

Mr. Wycxorr. Both. 

Senator Kerauver. So they are both lumped together there. 

Mr. Wrcxorr. Yes, sir. 

Senator Kerauver. Mr. Gray, are you gentlemen familiar with the 
fact that Mr. R. P. Parry, the attorney for the Idaho Power Co., 
before the Senate Interior Committee on March 7, 1957, on page 
259, listed the scheduled completion dates as follows: Brownlee, 
Idaho Power Co., 36,400 kilowatts, December 1958. Oxbow, Idaho 
Power Co., 190,000 kilowatts, August 1961, completion date. This 
is in the public record. Are you familiar with that? 

Mr. Gray. No, sir, I am not familiar with that. 

Senator Kreravuver. Here is the record taken before Senator Mur- 
ray’s committee. You were familiar with that, Mr. Wyckoff? Mr. 
Parry himself said that Oxbow would not be completed until August 
1961. 

Mr. Wycxorr. Yes, I remember that. 

Senator Kerauver. You knew that statement had been made? 

Mr. Wyrcxorr. Yes. 

Senator Kerauver. Did you call that to Mr. Gray’s attention? 

Mr. Wycxorr. I did not because we had the later information from 
the company. 

Senator Krerauver. Was it because of this statement that you asked 
Mr. English to secure an additional statement about it ? 

Mr. Wycxorr. I felt that before we acted on these we must have 
some statement as to whether they had started and when they ex- 
pected to be completed because of a condition attached to each cer- 
tificate which makes them invalid unless the projects are in produc- 
tion by December 31, 1958. 

Senator Kerauver. The letter you have there doesn’t differentiate 
Brownlee from Oxbow, as Mr. Parry’s statement before the Interior 
Committee did. Why didn’t you ask for a separate statement about 
the completion date? 

Mr. Wycxorr. I asked for a statement as to each and the statement 
in the letter is that Idaho Power Co. intends to have the Brownlee 
and Oxbow hydroelectric plants in operation by December 31, 1958. 
I asked regarding each and I considered this the proper answer. 

Senator Kerauver. How do you reconcile that with the testimony 
here of March 7, 1957, before the Interior Committee? Why didn’t 
you specifically ask about that testimony ? 

Mr. Wycxorr. I didn’t make mention of it to Mr. English because 
I said to him we need a statement from the company as to their in- 
tentions for completion. 

Senator Keravver. Do you need a statement only about intentions 
in approving such a large tax amortization ? 
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Mr. Wycxorr. Yes. Knowing that the certificate would become in- 
valid at the completion if they did not meet the goal. 

Senator Kuravver. If the completion date is not met, Mr. Gray, 
you have the power to change the criteria, to extend the extension 
date, to enlarge the goal; that is within your power and province, 1s 
it not? it 

Mr. Gray. Well, yes, with the use of appropriate machinery, it 1s; 
but I have already testified before this committee, I know of no sug- 
gestion that the power goal should be opened. ‘ 

Senator Kerauver. I know. But you still have the power, if they 
come along and say, “You might as well complete it in 1961,” to 
simply extend the date. That is, there is the power in your office 
to do that, is there not ? 

Mr. Gray. I would think, Senator, that on the basis of the state- 
ment that the company made, the projects would be completed by 
1958, and with the provision which appears on each certification that 
the certificate is valid only if the project is in operation by the pre- 
scribed date, which is December 31, 1958, and if there were not cir- 
cumstances which were beyond the control of the company con- 
cerned, that there would be no extension. 

Senator Kerauver. What are those circumstances, Mr. Gray ? 

Mr. Gray. Well, I could think of physical difficulties, flood, earth- 
quake, things of that sort, over which nobody would have any con- 
trol whatsoever so far as the construction is concerned, 

But we were informed that the plan was to complete these proj- 
ects within the time required by the criteria, and on the basis of that 
intention and information issued the certificates. 

Senator Keravver. An attorney for Idaho Power testified before 
Senator Murray’s Interior Committee approximately 1 month before 
you issued the certificate, that they did not expect to complete Oxbow 
until August 1961. 

Mr. Gray. Here is a statement by the vice president and general 
manager, they intend to have both Brownlee and Oxbow in operation 
by December 1, 1958, dated April 12. 

Senator Kerauver. That is April 12. 

Here is a statement, Mr. Gray, dated May 16, 1957, not by the vice 
president but by T. E. Roach, before the New York Society of Se- 
curity Analysts, which must have come to your attention, in which 
he says, again quoting, “While the first of the three low dams on the 
Snake River, namely, the one at Brownlee, will be completed in 1958, 
present plans call for Oxbow to be finished in 1961.” 

That was made after you had granted this certificate. 

Mr. Gray. This had not come to my attention. 

Senator Keravver. Has it come to Mr. Wyckoff’s attention ? 

Mr. Wycxorr. No, I did not read it. 

Senator Kerauver. Look at it, Mr. Wyckoff. Here the attorney 
says, a month before you granted a certificate, that the completion 
date is 1961. Here in another statement the president says, shortly 
after you granted the certificate, again that the date is 1961. 

You say that did not come to your attention, Mr. Wyckoff? 

Mr. Wycxorr. No, I am sorry, I did not see it. 

Senator Keravver. Did it come to your attention, Mr. Parnell ? 

Mr. Parnewu. No, sir, it did not, Senator. 
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_ Senator Keravver. Don’t you gentlemen keep up with what is said 
in the financial papers, such as the New York Journal of Commerce? 

Mr. Gray. Senator, I repeat—— 

Senator Kerauver. Let us make as a part of the record, the news 
story of the Journal of Commerce of May 16, 

(The article referred to is as follows :) 


[The New York Journal of Commerce, May 16, 1957] 


CONFIDENT PLANS WILL STAND, IDAHO PowER PUSHING THREE PROJECTS 


Confidence that legal and political obstacles to construction of Idaho Power 
Co.’s huge hydroelectric projects will be overcome was expressed by T. E. Roach, 
president of the utility, in a talk before the New York Society of Security 
Analysts. 

Mr. Roach said he believes the Senate will again turn down legislation calling 
for a high dam at Hells Canyon to be built with Government funds. 

Idaho Power expects to complete the first of three low dams on the Snake 
River at Brownlee in 1958. Present plans call for Oxbow to be finished in 1961 
and Hells Canyon in 1964. The 8 stations will add 800,000 kilowatts to the 
capacity increasing it to 1,175,000 kilowatts. 


TO SPEND FIFTY MILLION DOLLARS 


Analysts were told by Mr. Roach that gross for 1957 has been budgeted at 
$27,800,000, compared with $26,700,000 in 1956. Construction expenditures this 
year are expected to total $50 million, with 30 to 35 percent of this amount 
generated from internal sources. 

The company’ has already raised $20 million through sale of first mortgage 
bonds, and will sell 200,000 to 225,000 shares of common this fall, to be followed 
by the issuance of bonds for the balance of needs. 

Net earnings this year were estimated at $2.25 a share, on the increased amount 
of stock, compared with $2.18 reported for 1956. 


SURPLUS EXPECTED 


By 1960, Idaho Power’s gross is expected to increase to $40 million, and in 
the 4-year period ending in 1960 construction expenses are expected to total $120 
million. 

A surplus of power of 90,000 to 100,000 kilowatts was predicted for 1956; this 
figure would approximate the utility’s total capacity back in 1947. Mr. Roach 
stated he did not expect his company to have to go begging for a customer for 
this excess energy. 

An agreement has just been signed to double the amount of electricity being 
sold to the Atomic Energy Commission and this may be doubled again. Westvaco 
Chemical is also expected to expand its use. 


Senator Dmxsen. Mr. Chairman, it just seems to me we ought to 
find out from Mr. Roach what he actually did say. There are no 
quotation marks of any kind. It says here he expects to complete 
the first of the three dams, at Brownlee, in 1958; “present plans call 
for Oxbow to be finished in 1961, and Hells Canyon in 1964.” 

That is even so blurred I certainly would not want to rest a case 
on this rather sketchy statement. I would like to find out from Mr. 
Roach himself what he said. 

Senator Krrauver. We hope to have Mr. Roach here. I believe 
the Journal of Commerce reporter placed in quotations the part I 
read, that while the first of the three low dams on the Snake River: 
namely, the one at Brownlee, will be completed in 1958 

Senator Dirksen. Maybe my bifocals are not any good, but I cannot 
find the quotation marks in here. I do not mean you should not put 
this in the record, but I certainly want to be sure that we know 
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authentically what Mr. Roach did say up in New York in the course 
of a speech. 

Senator Krravuver. The Interior Department is the delegate agency, 
is it not, Mr. Gray, as you have testified ? 

Mr. Gray. That is right; that is correct, sir. 

Senator Kerauver. Here is a pamphlet entitled “1956 Advance 
Program of Bonneville Power Administration,” of the United States 
—— of the Interior. Table 5 gives the completion dates of 
Oxbow by generators: April, 1961, the first one; May, 1961, the sec- 
ond one; July, 1961, the third one; and August, 1961, the fourth one. 
That is a public record. 

You are familiar with that, are you not, Mr. Wyckoff? 

Mr. Wycxorr. I am sorry, I have not seen that. 

Senator Krrauver. In passing on these applications, do you not read 
the Interior Department’s program? Do you have that letter that 
you relied on there ? 

Mr. Wyckorr. Yes. 

Senator Kerauver. Did you read it all? 

This letter will be made a part of the record. 

(The letter referred to is as follows :) 


IDAHO PowER Co., 
Boise, Idaho, April 12, 1957. 
Re applications TA—26407 and TA-—26500 
Mr. GEorGE ENGLISH, 
Office of Assistant Secretary for Water and Power Development, 
Department of Interior, Washington, D. C. 

Dear Mr. ENGLISH: With reference to questions which you have asked about 
the above applications: 

1. Idaho Power Co. intends to have the Brownlee and Oxbow hydroelectric 
plants in operation by December 31, 1958. Construction in various stages is 
underway on both projects, the Brownlee project being much further advanced 
because of the longer construction time required for Brownlee. 

2. The actual expenditures to April 10, 1957 on the Brownlee and Oxbow proj- 
ects, and to April 1, 1957 on transmission lines, substations and other facilities 
related to these 2 projects, amount to $23,897,000. Orders under firm contract 
for turbines, generators and other equipment for the Oxbow and Brownlee proj- 
ects, including transmission lines, substations and other such related facilities, 
amount to $24,394,000. This makes a total of $48,291,000 either spent or com- 
mitted on these projects. 

Yours very truly, 
JOHN T. KIMBALL, 
Vice President and General Manager. 


Senator Kerauver. This letter is addressed to Mr. George English, 
in the Office of Assistant Secretary for Water and Power Develop- 
ment. 

Mr. Seaton is the Secretary of the Interior, is he not? Why did 
you not ask Mr. Seaton to give you his latest information relative to 
the completion date? 

Mr. Wyckorr. Our contact with that office is through Mr. English 
on tax amortization matters. 

Senator Kerauver. In any event, after the Supreme Court denied 
certiorari, you asked the Interior Department to consider the matter 
further as to the issuance of these certificates, did you not? 

Mr. Gray. After the Supreme Court—well, I think—no, not after 
the Supreme Court issued its decision, April 1; no, sir. 
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Senator Kerauver. Sometime in March, just before the decision, 
our office asked the Interior Department to give ODM its final opin- 
ion about this project, on the issuance of certificates; is that not true? 
Mr. Gray. I think that Dr. Flemming asked Mr. Seaton, and there 
is no record—I have no record of that request. 

Senator Keravuver. Dr. Flemming did ask Mr. Seaton about the 
first of March for his final recommendations. Here is the letter you 
got about it, is it not, Mr. Gray? 

Mr. Gray. This is a letter that was addressed to Dr. Flemming 
dated March 11. 


Senator Keravuver. Will you read the letter, Mr. Gray? 
Mr. Gray. Yes, sir. 


As you have requested I have reviewed the record available to me with respect 
to the applications of the Idaho Power Co. for rapid tax amortization of the 
Oxbow and Brownlee hydroelectric developments. 

In the Federal Power Commission’s opinion No. 283 which accompanied the 
decision to issue licenses to the Idaho Power Co. there is included the following: 

“However, under existing law, these public purposes will be realized without 
expense to the United States to the extent that the projects are constructed by a 
non-Federal entity. 

“Development by applicant of the Hells Canyon reach of the Snake River 
would provide 1 million acre-feet of flood-control storage and the required stream- 
flow regulation in aid of navigation on the lower river at no cost to the United 
States. * * *” 

Since the foregoing excerpts from the Federal Power Commission’s opinion 
indicate the great weight assigned to the benefits to be achieved without cost 
to the Federal Government, it is my view that it would be most inequitable for 
the Federal Government now to assume any portion of the cost of these licensed 
projects. The granting of tax-amortization certificates causes the Federal Gov- 
ernment to pay interest on borrowed money to make up for the fact the Federal 
Government receives less taxes than it otherwise would during the tax-amor- 
tization period. Of course, starting with the sixth year the Government receives 
increased tax revenue because of the fact that smaller amortization deductions 
are then available to the holder of a tax-amortization certificate. The net cost to 
the Government in the case of tax-amortization certificates is the difference 
between the interest it pays on money borrowed as a result of reduced tax 
receipts during the 5-year amortization period and the interest it saves on the 
larger tax payments received by the Government beginning with the sixth year 
of the amortization period. This net cost to the Government in the case of the 
Idaho Power Co. application is inconsistent with the basis on which the FPC 
granted the license to the company, as I view the record. 

Testimony before the Commission appears to establish clearly the company 
made its case before the FPC on the basis that it would not need accelerated tax 
amortization in order to justify granting the license to the company. Testi- 
mony on this point was adduced from the president of the company, Mr. Roach, 
as follows: 

“Question. Have you in part also explained then why you haven’t made 
provision in your projection of exhibit 28 for any accelerated amortization items 
relating to Oxbow and Brownlee? 

“Answer. I think I have explained it in its entirely as far as I know. Our 
filing of the application I felt was an obligation and inherent in our fulfillment 
of our responsibility as officers of the company, because the Internal Revenue 
Act, section 124 (a), specifically provides for it, and had we not at least made 
the effort, even though we had faint hope of any success, we would have been 
derelict in our responsibility to our customers. 

“Question. But I take it that the absence of accelerated amortization items 
in your projection of exhibit 28 is due to the faintness of hope with respect to your 
pending application before the ODM; is that correct? 

“Answer. Absolutely. I testified on direct that we hadn’t included it, but if 
it were available to us we certainly would take steps to put oruselves in the 
position to take advantage of it, so that if and when the time came that seemed 
expedient and advantageous to do so, we would have taken the necessary steps 
and qualified to take advantage of it” (FPC hearings, pp. 8733-8734). 
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In my view the record before the Commission is clear that the company has 
never established any basis of need for the financial assistance provided by ac- 
celerated tax amortization. Furthermore, I am convinced by the record that 
the hearings before the Federal Power Commission establish that these hy«ro- 
electric projects were not planned for the purpose of creating excess capacity in 
the company’s system, which has been a critical factor in the granting of tax- 
amortization certificates, 


Accordingly, I recommend that you deny issuance of the accelerated tax 
amortization certificates requested by the Idaho Power Co. 
Sincerely yours, 


(Signed) Frep A. SEATON, 
Secretary of the Interior. 

Senator Krerauver. Dr. Gray, if your delegate agency recommended 
against it, and you say in your statement that you follow the advice of 
the Interior Department, the delegate agency, in power matters, why 
did you issue these certificates ? 

Mr. Gray. Well, the advice of the delegate agency is followed under 
the regulations with respect to whether the certificates meet the cri- 
teria established. It is my view that Secretary Seaton’s letter does 
not address itself to criteria established over a long period of time. 
He makes three points in his letter 

Senator Kerauver. Dr. Gray, on page 12 of your statement you 
make quite a point that the Interior Department recommended ap- 
proval, and that is what you based it on. 

Why did you not say something about this letter ? 

Mr. Gray. Well, because, Mr. Chairman, as I say, this letter makes 
three points, one of which is whether the company made any showing 
of its need for financial assistance. 

Now, the act itself under which these certificates are granted, makes 
it clear that there is no administrative determination of need. In- 
deed, under the provisions of the legislation, it specifically provides 
that tax-amortization certificates can be issued to a company which 
has already begun construction of facilities. 

So that, administratively and as a part of the criteria, and in the 
whole history of this program, as well as I understand it, there never 
has been established as a criterion, financial need. 

Actually, on a second point that Mr. Seaton’s letter makes—of 
course, his letter is related primarily to testimony given in 1953 in the 
Federal Power Commission hearings—one of the points was this 
matter of cost to the Government. 

I think it is perfectly and abundantly clear from the record that, 
when the Federal Power Commission granted the license, it knew 
that tax-amortization certificates were pending for these two projects, 
and I have read in my statement from an opinion of the Federal 
Power Commission which recognizes the question of tax-amortization 
certificates, and indicated a way in which it would apply its regula- 
tions to take care of them. 

Further, again on the testimony before the Federal Power Com- 
mission in 1953, I am informed that subsequent to that time, and over 
a period of time, the evidence was presented with respect to this ques- 
tion of whether excess power over normal was being generated, and I 
am told that the technicians in both ODM and Interior found that 
the criterion in that respect had been met. 

So that, while it is perfectly clear from Secretary Seaton’s letter 
that he recommended against issuing these certificates, I think there 
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is nothing in his letter which was new and which had not been ad- 
vanced as arguments many times by those who were opposed to grant- 
ing these licenses, and I think that there was nothing in his letter 
which went to the question of whether these applications qualified un- 
der the criteria. 

Senator Kerauver. I know. But, Mr. Gray, all of your testimony 
the other day, throughout your statemenc, you make a big point that 
you rely upon your delegate agent, Interior, in this case, and that 
Interior recommended it, and, Interior having recommended it, you 
had no alternative but to grant it; that not to grant it would be a dis- 
crimination when Interior recommended it. Now we find that In- 
terior did not recommend it. Why do you quote the previous October 
25, 1955, letter, when just a month before you finally granted the 
certificate, after taking another look at it, they recommended against 
it? 

Mr. Gray. Because, I repeat, Senator, that October 25 recommenda- 
tion of the Interior Department went to the question of whether these 
applications met the criteria. 

I do not consider that Secretary Seaton’s letter addressed itself to 
the criteria at all. He talks about whether the company needs the 
money, which is an administrative determination that never has been 
made in the history of this program, so far as I know. 

He speaks of what the president of the company said in the Federal 
Power Commission hearings in 1953 with respect to the filing of the 
amortization certificates and what their intentions were. 

I would point out that these certificates were on file, and I believe 
were known by the Federal Power Commission to be on file when they 
rendered their opinion, or when they took their action in granting 
the license. 

So that I do not think that these reasons that Secretary Seaton 
assigned for recommending against the granting of the application 
go to the criteria to which I have been referring and which the com- 
pany, I think, met in every respect. 

Senator Krravuver. Mr. Gray, all during your testimony, and again 
on page 13, you say this was resubmitted to the Interior Department, 
which was requested to submit its recommendations. Then you go 
on with the 1954 recommendation. Why did you not tell us about 
this letter when you were up here the other day? Did you know 
about it the other day ? 

Mr. Gray. Yes; I knew about this letter the other day, Senator. 

Senator Kerauver. Mr. Gray, until we found this letter in the 
Interior files, you kept it from us; you were not going to testify about 
it, were you? 

Mr. Gray. No; that is not correct, Senator. 

Senator Kerauver. Why did you not say something about it the 
other day? It was not in your files. 

Mr. Gray. No, sir; it was not in the files which were submitted 
to you. 

Senator Kerauver. Why did you not let us see the letter? If we 
had not gotten it from Interior, you never would have submitted it 
to us. 

Mr. Gray. I do not know whether you got it from Interior or not. 
This letter was submitted to your staff before the hearings this 
afternoon. 
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Senator Kerauver. Just about 10 minutes ago. 

Mr. Gray. That is correct; that is correct. 

Senator Krerauver. About 2 o’clock, after you found out we had 
gotten it from Interior. 

Mr. Gray. I do not know that you have it from Interior, Senator. 
I have no idea what you have from Interior. 

If you will let me answer your question, you asked me whether 
on Tuesday I knew about the existence of this letter. I did, indeed, 
know about it. This letter was handed to me by Dr. Flemming 
the day before he left office, in about the middle of March. 

At that time, since it did not address itself to the criteria under 
which these applications are to be granted, I had a reservation in 
my own mind whether it was part of the official communication re- 
lating to the process of this pa ane 

At any rate, I was advised by competent authority that there was 
serious question as to whether this was, for that reason, a privileged 
communication. For that reason, I did not submit it to your com- 
mittee staff. 

Subsequent to that time, and this morning, I was advised by 
competent authority that it is not to be considered an executive and 
privileged communication; and for that reason it was submitted to 
your committee staff when we came up here this afternoon. 

Senator Krrauver. Mr. Gray, you have no hesitancy in not only 
submitting but using your letter of October 25, 1955, which is on 
the same subject. That was not privileged. How did you ever get 
the idea this later letter might be privileged ? 

Mr. Gray. Because that addressed itself to the criteria—as to 
whether these applications were properly within the considerations 
which were applied to all other applications. 

I repeat, Senator, I know of no case where the financial ability 
of the company, whether it had a question of the need or not, was 
considered a criterion in granting these applications. And I repeat 
that I am informed, whatever my own opinion may be today, that 
this is not a privileged communication, and we gave it to your com- 
mittee staff this afternoon. 

Senator Krerauver. After you found out we got it from Interior. 

Mr. Gray. I did not know that you had gotten it from Interior. 

Senator Kerauver. For your information, we were given it by 
Interior, and then just before the hearing: 

Mr. Gray. I have no information 

Senator Krrauver. Just before the hearing, we received it here. 

Mr. Gray, this is very difficult for me to understand. You ask 
Interior, the delegate agency, Mr. Seaton, for his recommendation. 
You ask that he review the record. Secretary Seaton’s first paragraph 
in his letter to Dr. Flemming states: 








As you have requested I have reviewed the record available to me with respect 
to the applications of the Idaho Power Co. for rapid tax amortization of the 
Oxbow and Brownlee hydroelectric developments. 

And this is his recommendation. 

Mr. Gray. Senator, may I say, I did not—when you say “you,” I 
assume——— 

Senator Krerauver. This is Mr. Flemming. 
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Mr. Gray. Mr. Flemming. I do not know what the communica- 
tion was from Mr. Flemming to Mr. Seaton. 

It is true that when this application was granted, I know that Mr. 
Seaton had made a recommendation against granting it; but his 
recommendation, which ends up, “Accordingly, I recommend,” was 
based on matters which have nothing to do with the qualification of 
these certificates under the criteria which had been applied in all of 
these other cases. 

Senator Kreravuver. Mr. Gray, on May 4, 1957, you told Senator 
Byrd that the basis of your action was “favorable reports received 
from the Department of Interior.” 

Get your letter out of the file. It is in one of your letters to Senator 
Byrd. 

Mr. Gray. Yes. 

Senator Keravver. Let’s see the letter. 

That is in your letter of May 4; is it not? 

Mr. Gray. I do not think I have my letter-—— 

Senator Kerauver. Mr. Wyckoff, you have the letter. 

What do you mean Mr. Gray, writing Senator Byrd after you 
received the letter of March 11; and yet you wrote Senator Byrd and 
testified before his committee that your action was based upon “favor- 
able reports received from the Department of Interior.” You did 
not tell Senator Byrd about this letter, either ? 

Mr. Gray. No, I do not think I told Senator Byrd. 

Senator Kerauver. And you testified-—— 

Mr. Gray. I repeat, I did not think this letter goes to the question 
of criteria. It is perfectly clear that the Secretary of Interior him- 
self was not in favor of granting these applications. 

Senator Kerauver. Mr. Flemming asked Secretary Seaton to re- 
view the file and for his general recommendations. Here was the 
head of the delegate agency, the Secretary of the Interior, in plain 
terms recommending against it; and yet you come and say in your 
testimony the other day here before Senator Byrd, and today before 
this subcommittee, until we finally got this letter, that the Department 
of Interior had recommended it. 

Mr. Gray. I think the Department of Interior has recommended 
it as far as its meeting the criteria is concerned, Senator. 

Senator Krrauver. Do you call this a recommendation: “Accord- 
ingly, I recommend that you deny issuance of the accelerated tax 
amortization certificates requested « the Idaho Power Co.” ? 

Mr. Gray. I call that an expression of the Secretary’s opinion that 
these certificates should not be issued. I do not call it a letter which 
addresses itself to the question of whether these criteria are met. 

I repeat, you have to consider what his letter concerned itself 
with, which are matters not related to the criteria for granting these 
applications. 

Benalur Keravver. You talked with Mr. Flemming about this 
Idaho Power Co. matter just before you took over down there ? 

Mr. Gray. That is right. 

Senator Keravver. at did he say about this letter ? 

Mr. Gray. He felt that it did not relate to the criteria. 


pn naan. 


a a 
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Senator Kerauver. He told you he had asked for a recommenda- 
tion from Interior, did he not? 

Mr. Gray. I do not think he told me he had asked for it. He showed 
me this letter, which itself says something about a recommendation. 
Nevertheless, he felt that the letter itself, although an expression of 
Secretary Seaton’s ag about the matter, did not relate to whether 
the company, in making its applications, had met the criteria under 
which the program had been operating and on which all other appli- 
cations had | been granted. 


Senator Kerauver. I believe Mr. Kendall has the letter to Senator 
Byrd. 

Mr. Kenpatu. I am trying to find the portion quoted. 

Senator Keravuver. Let’s put that letter into the record, Mr. 
Kendall. 

(The letter referred to is as follows :) 
May 4, 1957. 
Hon. Harry F. Byrp, 
United States Senate. 

Deak SENATOR Byrp: Permit me to express again my appreciation of the op- 
portunity of discussing with you last Wednesday some of the general and specific 
aspects of the accelerated tax amortization program. In regard to our conversa- 
tion on the matter of the Idaho Power Co. cases, I would like to restate 
that the factors on which this decision was based have, I believe, never been at 
issue in the Hells Canyon controversy between the proponents of public versus 
private power. The basic determinations were that there was a shortage of 
power to satisfy mobilization requirements and that the construction of the 
facilities in question was in the interest of national defense because they would 
assist in alleviating the shortage. Likewise, the proposition of whether or not 
tax amortization should be afforded to private utilities for the expansion of elec- 
tric power was not at issue. That matter has been determined administratively 
in the early stages of the program in 1951 long before the Idaho Power Co. ap- 
plications were filed. At that time it was decided that tax amortizations would 
be used for this purpose. 

The decision which resulted in the issuance of the Idaho Power Co. cer- 
tificates centered around the fact that in 1953 there was an open expansion 
goal calling for an increase in capacity by December 31, 1958, to meet mobili- 
zation requirements. The Idaho Power Co. filed timely applications in August 
1953, for projects at Brownlee and Oxbow. Both projects satisfied all require- 
ments of the goal including the factor of construction at dispersed locations. 

When the Federal Power Commission issued licenses in August 1955, on both 
projects, the applications were forwarded to the Department of the Interior 
for reports and recommendations within the limitations of the expansion goal. 
Favorable reports were received in October 1955. 

In these circumstances necessity certificates would ordinarly have been issued 
at that time as was done in regard to all other eligible applications filed under 
the goal. However, the validity of the licenses issued to the Idaho Power Co. 
by the Federal Power Commission was challenged in the courts. Final action 
was not taken until April 1, 1957, at which time the Supreme Court finally 
disposed of the legal issue. Since all the applicants who had filed timely appli- 
cations and had satisfied the requirements of the goal were granted accelerated 
tax amortization, there appeared to be no reason in conscience or fair govern- 
ment administrative practice for not affording the Idaho Power Co. the same 
consideration, remembering that its projects constituted part of the expansion 
called for by the goal. 

I would like to repeat that this action was taken on the basis of applications 
that were filed when the electric power goal was open. That goal has since 
been closed and the issuance of these certificates at this time in no way means 
that tax amortization is now being or will in the future be granted for further 
expansions by this industry. 

Respectfully yours, 
Gorpon Gray, Director. 
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Senator Kerauver. What did you tell Senator Byrd? 
Mr. Gray. The paragraph I think you have in mind says: 
When the Federal Power Commission issued licenses in August 1955 on both 


projects, the applications were forwarded to the Department of the Interior 
for reports and recommendations within the limitations of the expansion goal. 


Senator Kerauver. Read the rest of it, please. 
Mr. Gray (reading) : 
Favorable reports were received in October 1955. 


And this is what I have been talking about, just that the Depart- 
ment of Interior had made its recommendation as to whether these 
criteria which had been made were within the limitations of the 
expansion goal. 

Senator Kerauver. Read the next paragraph of the letter, Mr. 
Gray. 

Mr. Gray (reading) : 

In these circumstances necessity certificates would ordinarily have been 
issued at that time as was done in regard to all other eligible applications filed 
under the goal. However, the validity of the licenses issued to the Idaho Power 
Co. by the Federal Power Commission was challenged in the courts. Final 
action was not taken until April 1, 1957, at which time the Supreme Court 
finally disposed of the legal issue. Since all the applicants who had filed timely 
applications and had satisfied the requirements of the goal were granted 
accelerated tax amortization, there appeared to be no reason in conscience or 
fair government administrative practice for not affording the Idaho Power Co. 
the same consideration, remembering that its projects constituted part of the 
expansion called for by the goal. 

Senator Keravver. Mr. Gray, do you not think, in justice, in order 
to get the facts, relating to your testimony before Senator Byrd’s 
committee and this committee, that where you not only leave the 
inference but where you say definitely approval was recommended by 
the Interior Department, in good conscience you ought to have told 
us that the Interior De artment, through its Secr etary, recommended 
exactly the opposite subsequent to the first recommendation ? 

Mr. Gray. I repeat, Senator, I do not think Secretary Seaton’s let- 
ter, which clearly states that he recommends against it, against the 
granting of these tax-amortization certificates, I think it in no way 
addresses itself to the question for which the delegate agency opinion 
had been requested and given, and that is as to whether these appli- 
cations met the requirements of the criteria under this expansion goal 
as all other applicants had done. 

Senator Kegauver. You say he does not talk about the criteria. He 
does talk about several criteria. In the first place, he says it is not 
needed as an incentive to get the Idaho Power Co. to build the plants. 
Was not the purpose of the entire Defense Production Act and the 
issuance of tax-reduction certificates to provide incentives ? 

Mr. Gray. Incentives of the act. 1 repeat, however, that the act 
itself provides for the granting of tax-amortization certificates after 
construction has been started, so that the question of need has never 
been a criterion in the program. 

If those applicants who submitted appropriate applications for 
expansion under clearly established and published goals met those 
requirements, the certificates were granted without regard to a deter- 
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mination as to whether they needed the tax amortization in order to 
accomplish the construction. REE 

Senator Keravuver. Mr. Gray, you know from the legislative his- 
tory, and we all know it was made public and pointed out in the debate 
and report, that the very essence of the reason for the granting of 
the tax amortization was to get these companies to do something which 
would be helpful to the national defense which otherwise they would 
not do. 

Tax writeoffs were approved as an inducement to build a plant 
which they would not otherwise build. That is the whole background, 
and you know that to be true, do you not ? 

Mr. Gray. I think that was the basis of the program. 

Senator Keravver. If a company was going to build a plant without 
the inducement and did not expect a tax writeoff, then it became a 
matter of giving Government money away, as Mr. Seaton said, when 
you were going to give the certificate. 

Mr. Gray. I think there were many certificates granted in this pro- 
gram, Senator, from beginning to end, without a determination as to 
whether the company involved could or could not accomplish this pur- 
pose without a tax-amortization certificate. 

Senator Kerauver. In my opinion, considering the legislative his- 
tory, if they were granted a certificate where it was not an inducement 
and where they were going to build the facility anyway, it was a mis- 
use of the law. If that is the case, there is no reason why you should 
go on and continue this program, is there? 

Mr. Gray. The act itself contemplates, Senator, that the certificates 
would be issued, and specifically provides for it, after construction was 
started. There would be no way for those who had been administer- 
ing this program to make a determination as to whether, but for the 
granting of the certificate, the work would or would not proceed. 

Senator Kerauver. It was not the intent just to grant these com- 
panies a benefit and an added profit on investment, which is a sub- 
stantial benefit, except for the purpose of getting them to build some- 
thing for the defense of the United States, which would contribute to 
the defense; is that not so ? 

Mr. Gray. When this power-expansion goal started back in 1950 
and 1951 and 1952, it was determined that tax amortization would be 
used to encourage electric power generating companies to develop 
extra capacity ahead of normal, and it was decided at that time that 
this incentive would be given. 

There were some 920 certificates given under this program, all of 
them appropriately filed, including the Idaho Power, two Idaho 
Power, sevtifithies. I think you cannot look at any certificate without 
looking at the whole program under which the certificate was filed, and 
I repeat that I know of no reason why these certificates should not 
be granted since they did meet all the criteria established under these 
goals, going back for 6 or 7 years. 

Senator Krerauver. Here you have the president of the company 
testifying—and he testified more directly than the part quoted here 
before the Federal Power Commission—that this was not going to 
cost the Government a cent; that there would be no loss to the Gov. 
ernment; that they were going on with it in any event; and that they 
had not planned this project on the basis of getting any certificate. 
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Mr. Gray. Senator, I repeat what I have said earlier, that, when 
the Federal Power Commission granted the license to the Idaho Power 
Co. to construct these two dams, it was known that tax-amortization 
certificates were pending. So that, when the Federal Power Com- 
mission granted its license and made its statement about treating with 
tax-amortization matters, it knew the Idaho Power Co. had applica- 
tions pending. 

Senator Knrauver. Yes. But it also knew Mr. Roach had testified 
this was not going to be any burden on the Government; he testified 
here—— 

Mr. Gray. You are quoting his testimony, Mr. Chairman. 

Senator Keravver. I have his other testimony. But, anyway, he 
says here in the part quoted in this letter that, while they would like to 
get the certificate, this was not based upon getting any certificate. 

Then, Mr. Seaton talked about another criterion; at the bottom of 
page 2 he says: 

Furthermore, I am convinced by the record that the hearings before the 
Federal Power Commission establish that these hydroelectric projects were not 
planned for the purpose of creating excess capacity in the company’s system, 
which has been a critical factor in the granting of tax amortization certificates. 

So, he found it was not a defense project; that it would not serve 
defense. 

Mr. Gray. Secretary Seaton is quoting the testimony in the Fed- 
eral Power Commission hearing in 1953. I have previously testified 
here this afternoon that my information is that new information de- 
veloped since 1953 satisfied both the technical experts in the office of 
Defense Mobilization and the Department of the Interior that this 
excess capacity would be brought into being by this construction, and 
I think that you will find that the records clearly reflect that this 
information developed after the 1953 hearings qualified the company 
under the criteria for the granting of the certificates. 

Senator Kerauver. Mr. Gray, let’s get it clear; Mr. Seaton does 
not in this paragraph quote the Federal Power Commission. He is 
giving his view. He is the head of the delegate agency. He is giving 
his view of what the record quoted from the Federal Power Commis- 
sion establishes or does not establish. 

Mr. Gray. He bases his letter on what the Federal Power Com- 
mission hearing seemed to him to establish, and I am saying that his 
technicians and those in the Office of Defense Mobilization subse- 
quently examined material which was produced after those hearings 
which convinced them that the extra capacity was being brought in 
by these projects. 

Senator Kerauver. He does not say which one. Presumably, Mr. 
Seaton is familiar with all of the proceedings before the Federal 
Power Commission. But, Mr. Gray, before the Senate Interior Com- 
mittee in the 85th Congress, 1st session, at the hearings on this bill, 
which your staff certainly must be familiar with, and this is in Senate 
Report No, 324—— 

Mr. Gray. Which bill, Mr. Chairman ? 

Senator Keravuver. It was in connection with this Hells Canyon 
matter. 


At the hearing— 
this is what the Senate report says— 


at RAE RE A ana St ne RN RIS Se tr DR Rs 





ee 
a wane 


oS mene een 


RAPID AMORTIZATION IN REGULATED INDUSTRIES 267 


At the hearing on 8. 555 on March 7 and 8 of this year, the attorney for the 
Idaho Power Co. testified at length concerning the needs of his company for these 
properties merely for the normal growth of its business, with no reference to the 
requirement of any defense industry. 

That is on page 40. You must have been familiar with that. 

Mr. Gray. I am afraid I am not. 

Senator Kerauver. Mr. Wyckoff, you knew about that ? 

Mr. Wyckorr. I am sorry; [ had not read it. 

Senator Keravuver. Mr. Gray, when did Mr. Seaton ever recom- 
mend against any other electric company’s certificate for rapid amorti- 
zation, which you reversed ? 

I will ask Mr. Wyckoff that, too. When had Mr. Seaton, the Secre- 
tary of the Interior, ever been reversed on his recommendation as to 
a rapid tax writeoff for an electric utility ? 

Mr. Wycxorr. As far as I know, he never has commented on any 
other application. 

Senator Krerauver. He never commented on any other application ? 

Mr. Wycxorr. No. 

Senator Keravuver. Are not all the applications submitted to him 
for his findings ? 

Mr. Wyckorr. You said Mr. Seaton? 

Senator Kreravuver. Yes, sir. 

Mr. Wycxorr. No. We had no other recommendation from him. 

Senator Keravuver. Mr. Wyckoff, the criteria, the requirements, the 
whole matter, is passed on by your delegate agency, is it not? 

Mr. Wrcxorr. Yes. 

Senator Kerauver. When did ODM ever grant a certificate that 
the Interior Department was against, prior to this one? 

Mr. Wycxorr. I know of none. 

Senator Kerauver. It is a strange thing, if the delegate agency is 
against it, that ODM would act contrary, Mr. Wyckoff. It never has 
happened before, has it? 

Mr. Wycxorr. In a number of cases we have had recommendations 
from delegate agencies and we have not followed the recommenda- 
tions. 

Senator Keravuver. I know, but where Interior has recommended 
against the issuance of a certificate, where have you ever issued one? 

Mr. Wycxorr. I do not know of any. 

Senator Keravuver. How long have you been there, Mr. Wyckoff? 

Mr. Wycxorr. Since 1951. 

Senator Kerauver. That is from the beginning. 

Mr. Wycxorr. Yes. 

Senator Keravver. So this is the first time that has ever happened 
to your knowledge? 

Mr. Wycxorr. In Interior recommendations, as far as I know. 

Senator Kerauver. Mr. Gray, did you call up Mr. Seaton and tell 
him that you could not go along with the recommendations in his 
letter ¢ 

Mr. Gray. Mr. Chairman, I think we are getting into a question 
of relationship between officers of the Government in the conduct 
of business, which I am not in position to discuss. 

Senator Krravver. I am just trying to find if you had a discussion, 
in the light of this recommendation, and whether there was further 
consideration with Mr. Seaton about it. 
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Mr. Gray. Well, I knew, Mr. Chairman, that Mr. Seaton recom- 
mended against the granting of these certificates. 

Senator Dirksen. That is, on a limited ground ? 

Mr. Gray. On grounds which seem to me to have no bearing on 
the criteria, Senator, on which the applications were granted. Sec- 
retary Seaton gave his reasons in this letter which, as I say, had to 
do with the question of whether the company needed tax amortization, 
matters of that sort. Those are not criteria which have been applied 
in this program to any certificates, as I understand it, in its history. 

So, whereas I knew that Secretary Seaton recommended against 
it, I saw nothing in his letter which related to these criteria on which 
the applications were eligible. 

Senator Dirksen. Will the chairman yield further on that point? 

Senator Keravver. I yield. 

Senator Dirksen. I notice in the last paragraph on page 2 of this 
letter to Dr. Flemming, the Secretary goes back to the 1953 hearings 
before the Federal Power Commission, and it seems to me he makes 
two points: 

The first is that there is no financial need on the part of the com- 
pany for a tax writeoff; and secondly, they were not planned for the 
purposes of creating excess capacity in the company’s system, which 
has been a critical factor. 

It has been one factor? 

Mr. Gray. Yes, sir. 

Senator Dirksen. But the Revenue Code, of course, says that every 
taxpayer shall be entitled to a deduction on an emergency facility if 
he applies for it, and at that point you have to determine whether 
it isan emergency facility under the goals that were set. 

I think I can understand his letter insofar as it relates to the sol- 
vency and financial capacity of the company, and with respect to the 
Secretary’s estimate of whether there was excess capacity going into 
its own generating stream. That is a question of fact about which I 
know nothing. 

But it is at that point where he drops off, and that is predicated, 
of course, on what was adduced out of the Power Commission hearings 
several years before. 

Mr. Gray. 1953. 

Senator Dirksen. If you have criteria, you have a goal; it is a situa- 
tion that qualifies under the revenue statute as an emergency facility. 
I still think you were on good ground on that. 

Mr. Gray. The question is not what the plan was which was dis- 
vussed in 1953, Senator, I have testified here that subsequent to that 
testimony in 1953, the staffs of ODM and of Interior, the technical 
experts who understand power generation, what would come in nor- 
mally and what would be in excess of normal, I think have repeatedly 
come to the conclusion that they did meet the criteria established for 
getting power in ahead of normal requirements. 

So that, again, I think Senator Seaton’s opinion is one thing, and I 
respect, of course, his opinion, but I do not think it is based—he ends 
up his letter saying, “Accordingly, I recommend”; and his “accord- 
ingly” relates, it seems to me, not to what the criteria actually are. 
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Senator Keravuver. When it is all said and done, however, Mr. Gray, 
Mr. Seaton’s letter is from the head of the delegate agency, and he 
recommends that you deny the issuance of accelerated tax amortiza- 
tion certificates. 

Mr. Gray. That is what he recommends. 

Senator Keravver. I notice in the third paragraph of your letter 
to Senator Byrd, dated May 4, 1957, which was just the other day, after 
you had granted the certificates, you tell him: 

When the Federal Power Commission issued licenses in August 1955 on both 
projects, the applications were forwarded to the Department of Interior for 


reports and recommendations within the limitations of the expansion goal. 
Favorable reports were received in October 1955. 


Mr. Gray, you did not tell Senator Byrd that you had received this 
turther letter. 

Mr. Gray. I do not think this relates in any way to the expansion 
of the goal. 

Senator Keravver. In this letter, is it not the opposite of what you 
have said to Senator Byrd? This is certainly not a favorable report, 
is it? 

Mr. Gray. The Secretary of Interior indicated that he was not in 
favor of granting these applications. 

Senator Kerauver. Do you think 

Mr. Gray. He did not address himself to reasons which were appro- 
priate to the decision, that is to say, the criteria themselves. 

Senator Kerrauver. Senator Byrd’s question was whether the 
reports were favorable or not, and you say here: 


Favorable reports were received in October 1955. 


Mr. Gray, do you not honestly feel that in fairness to Senator Byrd, 
with this very recent letter recommending against it setting right 
there looking at you, just as it was when you testified here the other 
day and when you prepared this statement, that you owed it to him 
and you owed it to the public and to the taxpayers to put out a state- 
ment that you had overruled the Interior Department and the Secre- 
tary of the Interior, or that you did not regard the recommendation 
as being of importance ? 

Mr. Gray. | repeat, Senator, this was a letter from the Secretary of 
Interior, who recommended against tax amortization certificates 
which did not relate to the criteria which, from my understanding of 
Senator Byrd’s interest when I appeared before his committee, related 
to the criteria. He would, I am sure, having participated in this 
legislation, would not have said that an administrative determination 
of whether a company had a financial need was a criterion. 

No, I do not think that Secretary Seaton’s letter does relate to the 
criteria. 

Senator Krrauver. You are talking so much about criteria here; 
yet we have the testimony of the Idaho Power attorney previously, and 
of the president right afterward, saying that this Oxbow project 
was not going to be completed until August 1961. 

Mr. Gray. Well, you have shown me this material. You have a 
letter from the vice president of the company saying that they would 
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be. And you also have the restriction on the certification itself that, 
unless it is, the certification is invalid. 

Senator Kerauver. He does not say they would be. He says they 
“intend.” Is that enough for you, Mr. Gray ? 

Mr. Gray. Well, I do not see how anybody can guarantee something 
that may happen, some time in advance. I think it is enough, with the 
restriction on the certification that if this is not accomplished, the 
tax amortization certification is invalid. 

Senator Kerauver. Then you can just relax that and extend the 
time. All you have to dois change the rule. Is that not true? Is that 
not what those handwritten notes meant that you referred to? 

Mr. Gray. No, sir, they did not. 

Senator Keracver. Did you photostat those notes, as we requested ? 

Mr. Gray. They had nothing to do with the timing of the com- 
pletion. 

Senator Keravuver. I know. But do you have page 4 to which we 
referred, which we asked to be photostated; the page with the hand- 
written notes ? 

Mr. Gray. Senator, while he is looking for that, I would like to 
make this observation: There has been at no time, in my mind—there 
has been no question but that the intention of the company to meet 
this requirement of having their capacity available by the end of 
1958—there has been no question but they intended to and were pre- 
pared to. 

And the question about whether they would or not has been 
raised at this hearing. But I repeat, the tax amortization certificate 
says if they do not meet the requirement, the certificate is invalid. 
That is a part of the terms of the certificate itself which was granted. 

Senator Keravver. All you would have to do would be to extend the 
date, is that not true, Mr. Gray ? 

Mr. Gray. I have already testified that the date would not be ex- 
tended, I am sure, if it were not demonstrated that there was some 
circumstance beyond the control of the company. 

I would say this to you: if the certificates were filed and there 
were a demonstration that there never would have been an intention 
to complete the facility on time, it certainly would not, under those 
circumstances, be extended. 

Senator Krravver. I asked you gentlemen the other day to photo- 
stat page 4 with the handwritten notes, and you agreed to do so. We 
wanted that document kept very carefully. Do you have the original 
document, Mr. Wyckoff ? 

Mr. Kenpatu. We have got them, apparently, but cannot find them 
now. 

Senator Kreravuver. I know. But the notes in that original docu- 
ment are very important. Please keep on looking for it, Mr. Wyckoff. 
Did you have it photostated as we asked ? 

Mr. Kenpau. I am advised that it was photostated. I cannot find 
the original or the photostats now, but we will find them. 

Senator Kreravuver. Let’s see if you cannot find it. Has it been 
photostated ? 
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Mr. Kenpauu. Here is the original. 

I am advised the answer is, “Yes”; we have had it photostated. If 
the committee wishes to keep the original 

Senator Keravver. All right, we will keep the original and file 
it as an exhibit. 

(The document referred to was marked as an exhibit and filed 
with the ea 

Senator Keravuver. On page 4, of the staff paper, where the Idaho 
Power Co. application is discussed, right after the listing of the 
criteria, we have these penciled notes which we read into the record 
the last time. The date of the staff report is January 11, 1956. 

As I understood you the other day, Mr. Gray, this was after you 
had had a talk with Mr. Adams and Elmer Bennett and Governor 
Pyle and Jerry Morgan and General Persons, and that these were 
notes made by Mr. Wyckoff; is that correct ? 

Mr. Gray. I believe that is correct. 

Senator Krerauver. Did you say they referred to material for a 
press release ; is that it ? 

Mr. Gray. That is right. I said that this was the result of obser- 
vations I made about the press release which needed to be written in 
connection with the issuance of these certificates. 

Senator Krrauver. Mr. Schooler testified here the other day that 
Mr. Wyckoff did not say anything about these items going into a 
press release. 

Mr. Gray. I testified, Mr. Chairman, the other day that as to the 
third line, or two lines, whatever it is, with respect to a suggestion 
that there be some reference to—I have forgotten what the precise 
language of that is now. 

Senator Kerauver. The notes say— 





Goal is closed—was charged against the goal—if for any reason the goal 
were reopened the criteria would be reexamined. 

Mr. Gray. Yes; right. And I testified that I myself concluded that 
since there is no suggestion coming from any source anywhere that I 
know anything about, certainly not in my own thinking, that the 
electric power goal should be reopened, I saw no reason to make any 
mention of it in the press release, and there was no such mention made. 

Senator Krrauver. Mr. Gray, the references in these notes— 
if for any reason the goal were reopened the criteria would be reexamined— 
were not put in the press release ? 

Mr. Gray. That is right. 

Senator Kerauver. I asked you gentlemen to bring the press release 
you sent to Mr. Sherman Adams and the others. You said you sent 
it also, I believe, to Governor Pyle ? 

Mr. Gray. That is correct. 


Senator Kreravuver. This is a note dated April 12, from you to Gov- 
ernor Pyle: 


Memorandum for Governor Pyle: 


I would appreciate your comments on the attached draft press release. We 
plan to take no action in the premises until the press release is put in final form. 
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This release would be used in the routine announcement of the granting of a 
number of certificates. However, if the press should develop a knowledge and 


interest prior to the formal announcement, this statement would be the basis 
for oral explanation. 


(Signed) Gorpon Gray, Director. 
An attached note says, EPPO oral explanation, to be used also 
as footnote in routine pw release” ; is that correct ? gly 
Mr. Gray. Yes. Subsequently a decision was made to put it in the 
body of the press release, but the material is virtually the same. 


Senator Kerauver. There is nothing in this about “criteria could be 
reexamined.” 


Mr. Gray. Thatiscorrect. Isaid 

Senator Krerauver. Let both of them be printed in the record. 

Mr. Gray. I repeat that since there was no suggestion from ang 
quarter that I know anything about that the power goal be reopened, 


I saw no reason to put anything in there about reopening the power 
goals. 


(The documents referred to are as follows :) 





EXECUTIVE OFFICE OF THE PRESIDENT, 
OFFICE OF DEFENSE MOBILIZATION, 
OFFICE OF THE DIRECTOR, 
Washington, D. C., April 12, 1957. 
Memorandum for Governor Pyle: 
I would appreciate your comments on the attached draft press release. We 
plan to take no action in the premises until the press release is put in final form. 
This release would be used in the routine announcement of the granting of a 
number of certificates. However, if the press should develop a knowledge and 


interest prior to the formal announcement, this statement would be the basis 
for oral explanation. 


Gorbon Gray, Director. 


PROPOSED ORAL EXPLANATION, TO BE USED ALSO AS FOOTNOTE IN ROUTINE PRESS 
RELEASE 


In August 1953, the Idaho Power Co. filed 2 applications for necessity certifi- 
cates which would provide for accelerated tax amortization on 2 proposed power 
developments on the Snake River at Brownlee and Oxbow, Oregon-Idaho. Cost 
of the Brownlee project was estimated by the company at $67,138,240 and of the 
Oxbow ™roject at $35,943,730. 

On August 4, 1955, the Federal Power Commission granted licenses covering 
the two projects. 

On October 25, 1955, the Department of the Interior recommended to the Office 
of Defense Mobilization that necessity certificates be issued on both projects. 

The construction of the projects was started in 1955 and in accordance with 
established procedure their power capability was charged against the electric 
power expansion goal which was open at that time. However, issuance of the 
certificates was withheld pending settlement of litigation, which involved the 
FPC’s approval of the projects. This litigation was terminated by action of 
the Supreme Court on April 1, 1957. 

Necessity certificates for both projects were issued by the ODM on 
(date), Brownlee was certified for 65 percent of its cost; Oxbow for 60 percent. 
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EXECUTIVE OFFICE OF THE PRESIDENT, OFFICE OF DEFENSE MOBILIZATION 
Washington, D. C. 


CERTIFICATES OF NECESSITY NO. 581 


Advance release for AM’s Monday, April 29, 1957 


Certificates of necessity for accelerated tax amortization for 27 new or ex- 
panded facilities amounting to $197,363,693 were issued by the Office of Defense 
Mobilization in the 2-week period from April 4, 1957, through April 17, 1957, it 
Was announced today. 

ODM emphasized that the accelerated tax amortization certified by the agency 
represents investment of private capital and does not involve the investment of 
Government funds. 

Among the certificates issued were two for Idaho Power Co. In August 1953, 
the company filed 2 applications for necessity certificates which would provide 
for accelerated tax amortization on 2 proposed power developments on the Snake 
River at Brownlee and Oxbow, Oregon-Idaho. Cost of the Brownlee project was 
estimated by the company at $67,138,240 and of the Oxbow project at $35,943,730. 

On August 4, 1955, the Federal Power Commission granted licenses covering 
the two projects. 

In accordance with then applicable procedures and criteria, established by 
the ODM, the Department of the Interior on October 25, 1955, recommended that 
necessity certificates be issued on both projects. 

The construction of the projects was started in 1955 and in accordance with 
established procedure their power capability was charged against the electric 
power expansion goal which was open at that time. However, issuance of the 
certificates was withheld pending settlement of litigation, which involved the 
FPC’s approval of the projects. This litigation was terminated by action of 
the Supreme Court on April 1, 1957. 

Necessity certificates for both projects were issued by the ODM on April 17, 
1957. Brownlee was certified for 65 percent of its cost; Oxbow for 60 percent. 

ODM reported that of the 27 certificates issued, 5 are for facilities involving 
small business. The estimated cost of the facilities is $719,133. ODM gives 
special consideration to those projects to encourage small defense plant expan- 
sion. 

With the certificates announced today, accelerated tax amortization amounting 
to $37,834,398,000 has now been granted for 21,867 new or expanded facilities. 
ODM explained that the dollar value given refers to the face value of the certifi- 
cates. Of this amount, which is the estimated cost of the facility stripped of 
such extraneous items as the cost of the land, only a certain percentage may be 
depreciated at the rapid rate. Thus of the amount certified for accelerated 
amortization so far, 60 percent or $22,855,890,000 is eligible for rapid deprecia- 
tion. 

The main purpose of the amortization program is to expand private industry’s 
productive capacity to meet mobilization goals. Unlike the situation during 
World War II, Government ownership of defense facilities during this emer- 
gency period is being held to a minimum. 

The accelerated tax amortization program is provided for in section 168 of the 
1954 Internal Revenue Code. This section permits a tax writeoff of a portion 
of a capital investment in defense facilities over a 5-year period. The normal 
period for such writeoffs would be 20 years or longer. The portion of the inyest- 
ment subject to tax writeoff is determined by ODM and depends among other 
factors, on the type of facility, the amount of expansion required for the emer- 
gency, the probable usefulness of the plant for other than defense purposes after 
the emergency, and the degree of financial aid necessary as an incentive to 
encourage the expansion. 

The list of certificates follows: 
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Certificates of necessity No. 581 





Name of a and location of Product or service Amount | Percentage 
facilities certified allowed 
General Electric Co., Lynn, Mass_--__- Research and development._----_---- $1, 230, 322 55 
Boeing Abra Co., Seattle, Wash...-- Military aircraft ._.............--.-- 733, 000 65 
Underground Storage & Exploration, | Oil pipeline and underground stor- { 26, 025, 000 25 
Inc.,! West Virginia, Pennsylvania, age facilities for special wartime 35, 350, 000 50 
and New Jersey. requirements. 
Aero jet-General Corp., Sacramento Co., | Research and development..-_--_---- 945, 000 60 
Goodyenr Aircraft Corp., Litchfield | Military aircraft parts..........._-- 47,710 65 
Northrop Aircraft, Inc., Hawthorne, | Military aircraft. ..................- 97, 546 60 
General Electric Co., vues. Mass_| Turbine generators for military use - 2, 120, 085 50 
Wapune Foundry Co., Waukesha, | Steel castings..................-.-.-- 286, 000 65 
Baboock & Wilcox Co., Barberton, Ohio.| Steam boilers. ..............-...---- 2, 800, 000 50 
A Oiiien, N — Products, Inc., | Military aircraft parts............_-- 33, 001 70 
Northrop *ivcraft, Inc., Hawthorne, | Military aircraft. -............-.--- 98, 500 | 65 
Terminal Transport Corp., home office, | Oceangoing oil tanker-_-_..-...._-_-- 9, 000, 000 40 
New York, N. Y. 
Eagle Carriers, Inc., home office, New |_.--. iE aie aliet sh tec demagieris anh lene} enyibicennal a¢beparnere 
York, N. Y. 
Boeing Airplane Co., Seattle, Wash__-_- Military aircraft... ...-.........-.-- 866, 792 65 
Boeing Airplane Co., Seattle Wash. -.--|___-- Obie e oie. sis. us 627, 509 65 
Air Products, Inc., ‘Trexlertown, Pa....| Research and development--.-__-.__-- 1, 775, 325 45 
were fave he eet. Corp., | Jet engines for military aircraft - 7 803, 575 60 
Deer Park ng Island, N 
The Glenn L’. Martin Co., ee Colo.| Guided missiles. .._.............---- 108, 296 65 
Sylvania Electric Products, Inc., elec- | Research and development. Oh eile nid 218, 000 40 
tronic systems division, Mountain 
View, Calif. 
Boeing A lane Co., Seattle, Wash.....| Military aircraft..................- 465, 930 60 
Fairchild noe & ee Corp. | Military aircraft parts...__......_- ; 574, 000 60 
Gee NY division), Bay Shore, Long 
and 
Sterer SS teion & Manufacturing |_.--- Oio.ad.iewlader~cast)-ut. 30, 000 70 
Co., North Hollywood, Calif. 
Lebanon Steel Foundry, Lebanon, Pa_.| Steel castings..............--....---- 687, 600 65 
ee Foundries, Chattanooga, | ----- MAB e tbls Les 100, 132 65 
enn, 
Detroit Gray Iron Foundry Co., De- |__--- a ell tall 270, 000 65 
troit, Mich. 
Idaho Power Co.,? Baker County, Oreg., | Electric power generating facilities..| 35, 932, 130 60 
and Adams County, Idaho. 
Idaho Power Co.,? Baker County, Oreg., |.---- itis ihn hab ecciaiseinraillibip geting 67, 138, 240 65 


and Washington County, Idaho. 





1 Certificate dated Apr. 2, 1957. 
2 Transactions dated Apr. 17, 1957. 


Senator Kerauver. Mr. Wyckoff, did you understand these notes 
had something to do with a press statement or were they simply notes 
you made? 

Mr. Wrcxorr. Yes; they were. The notes which I made were ques- 
tions which were discussed in connection with the preparation of a 
press release. 

Senator Keravuver. What other purpose, Mr. Wyckoff ? 

Mr. Wycxorr. Nothing that I know of. 

Senator Kerauver. What was the purpose of saying, “criteria could 
be reexamined”? 

Mr. Wycxorr. It was one of the matters that was discussed, and I 
simply wrote it down as a matter which was being discussed, and then 
Mr. Gray said we were not going to put it in the press release. 

Senator Keravuver. One of the matters Pe between Mr. Gray 
and the gentlemen at the White House that he had talked about; is 
that what you mean? 

Mr. Wycxorr. Mr. Gray and me. 
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Senator Kerauver. But it was not put in the press release. So 
what was it for, Mr. Wyckoff ? 

Mr. Wyckxorr. It was discussed as a possible subject that might be 
oor the press release, and then Mr. Gray said it would not be 
used. 

Senator Kerauver. In what connection was it discussed? Why 
were you talking about the criteria being reopened or reexamined ? 

Mr. Wyckorr. We always do; when a goal is closed, there is discus- 
sion ; is there a possibility of reopening? 

Senator Kerauver. The testimony hae is that these criteria had 
been substantially in effect since the program started; so what was 
really behind that note that you made that the criteria would be 
reexamined ? 

Mr. Wyrckorr. Nothing except if the goal was to be reopened and if 
any mention was to be made of it, a provision should be put in it that 
the criteria could be reexamined. 

Senator Kerauver. You did not pass that on to Mr. Schooler. He 
so testified the other day. 

Mr. Wyckorr. No. Mr. Gray said, “We will not use it.” I had 
written it down before he said, “We will not use it.” It was a matter 
of discussion. 

Senator Keravver. Mr. Wyckoff and Mr. Gray, is it not true you 
had Mr. Seaton’s adverse recommendation: Mr. Wyckoff knew that 
Oxbow was not going to be finished by December, 1961; there had 
been statements to that effect, which statements you were familiar 
with; and this was a subject of your discussion with the men at the 
White House; and that you were just advising Mr. Wyckoff to handle 
the matter, how to justify it in the light of these statements that it 
was not going to be completed by December 1961 ? 

Mr. Gray. That is categorically not true, Senator. 

Senator Kerauver. What does it mean, then? Those references are 
not in the press release. 

Mr. Gray. So far as I know, I did not know it would be completed. 
I was informed and I still am informed that the intention is to com- 
plete this project or these projects by December 1958; and I have al- 
ready stated that one of the conditions attached to the certificate, and 
written on as part of the certificate, is that this certificate is invalid if 
construction is not completed—I am not sure of the precise lan- 
guage—by December 1958. 

It is categorically not true that I had any idea that construction 
was not going to be completed at that time, because that was definitely 
one of the criteria, a clear criteria which must be met to make the certifi- 
cate valid or for the certificate to be issued. So I say categorically 
what you have suggested is not so. 

Senator Keravuver. Mr. Wyckoff, you were aware of these previous 
statements by the attorney for Idaho Power that Oxbow would not 
be completed by December 1961. You must have told Mr. Gray about 
it; did you not? 

Mr. Wyrcxorr. No. We used the letter from the vice president of 
the company as the indication of their intent to meet the requirement 
of the goal. 

Mr. Gray. Let me say this to you—— 

Senator Kerauver. What did this mean: “The criteria would be re- 
examined”? Why were you saying that, Mr. Gray ? 
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Mr. Gray. I will repeat to you, Senator, that in various discussions 
there had been the suggestion that there be put in the press release the 
statement that if the power goal were to be reopened, the criteria 
should be reexamined. I repeat that since I knew of no suggestion 
coming from any source within my staff, no pressures from the outside 
that I know anything about from the industry, to reopen the goal, 
that I saw no reason to mention reopening the goal; and this was my 
decision, and I have given you the facts about it. 

I had no idea, nor do I know now, that construction will not be com- 
pleted by December 1958; and if it is not, and if there is not a good 
reason why it should not be, the tax certificate will be invalid. That is 
a condition of the certificate. 

Senator Kerauver. Mr. Gray, everybody else who testified before 
Congress knew about it, from the public reports here. Why do you 
not get those facts before you act ? 

Mr. Gray. One of the things that you have produced this afternoon, 
Senator, was a staff report, committee staff report, summarizing some 
testimony which I had not seen before. All I am saying is that the 
company informed those who were responsible in this program that 
they intended to complete these projects by the time specified. 

Senator Kerauver. Just what did you mean you were talking with 
Mr. Wyckoff about “If for any reason the goal were reopened, the 
criteria would be reexamined”? Why did the subject come up? 

Mr. Gray. I repeat, that in the discussions which related to the 
press release, a suggestion had been made that this kind of language 
be incorporated. I do not—I did not instruct Mr. Wyckoff to make 
any notes. As a matter of fact, I did not at the time know he was 
making notes. But I can tell you that this related to suggestions 
about the press release; and I myself made the determination that 
there was no point in putting anything in the press release about 
expanding the goal because there was no suggestion, then or now, 
that it be expanded. 

Senator Kerauver. Why were you talking about it in connection 
with the Idaho Power Co? 

Mr. Gray. I repeat, that someone, in the course of the discussions 
that took place, made a suggestion that this might be incorporated in 
the press release, and I rejected the suggestion. 

Senator Kerauver. You mean some of these gentlemen in the 
White House you referred to? 

Mr. Gray. I repeat, in some of the discussions this suggestion was 
made. 

Senator Kerauver. What was the relevancy of the suggestion in 
connection with Idaho if it had no bearing on the fact that it would 
not be completed by December 1961 ? 

Mr. Gray. I repeat, that as of that time and now, I do not know 
that they will not be completed by December 1958. 

Senator Dirksen. In an extended discussion in a matter of this 
kind, would it be so unusual, after all, Mr. Gray, for someone to use 
the phrase “criteria” or “expanded goals”? It would seem to me 
the most natural thing, in a whole picture of this kind, to at least 
mention it; that it did not have any particular significance. 

Mr. Gray. Senator, I might say that I suppose there are those 
who disagree with the criteria established back in 1951, and there 
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may be those who feel that the criteria should be examined, I mean 
should have been examined before. There was some indication of 
that in a hearing before the Byrd committee, if I understood the line 
of questioning. 

But these were criteria that had been established many years ago. 
And, I agree, I do not think it is unnatural that someone should 
say if there is ever going to be any question of reopening this power 
goal, the criteria ought to be reexamined. I, myself, cannot agree 
or disagree with that. 

But this matter is not one that is at issue, and as far as I can 
foresee will not be at issue, because I know of no suggestion that the 
power goal will be expanded. 

Senator Dirksen. What is wrong with talking about criteria and 
goals, anyway! That would be the most logical thing I know of. It 
is the essence of the whole program, finally. 

Mr. Gray. I see no reason why it should not be discussed. But, I 
repeat, the reason why it should not go in the press release, because 
it would just raise a question in the people’s minds that there was 
consideration being given to reopening, and in fact there is not, so far 
as I know. 

Senator Krerauver. Mr. Gray, I want to state what appears to me 
clear about these notes, which are on the very page where you are talk- 
ing about criteria. You had gotten Mr. Seaton’s letter which recom- 
mended against this. If you did not know, certainly Mr. Wyckoff 
knew, because in the hearings before the Interior Committee, not 
only did they testify but they produced a chart about Oxbow, where 
Idaho Power itself showed that Oxbow would come in in 1961, and 
not until then. So that you had been talking with Mr. Adams and 
the others, and the matter came up about the criteria... Immediately 
when you got back, you started talking about it to Mr. Wyckoff. I do 
not think this had any reference to any press release. 1 think these 
were notes of a discussion about how you were going to justify over- 
ruling Mr. Seaton, and how you were going to justify approving a 
project which was not going to be completed until August, 1961, 
and that the conclusion you had reached which Mr. Wyckoff wrote 
down was that if, for any reason, the goals were reopened, the criteria 
would be examined. That was the method that you had decided upon. 

Mr. Gray. I assert categorically that is not true. 

Senator Keravuver. There certainly would be some substantial evid- 
ence to indicate that was true, would there not, following what had 
happened ? 

Mr. Gray. I can give you only my statement to you of what the 
truth is, Senator. 

Senator Keravver. Then further 

Mr. Gray. If you choose to think otherwise, that is indeed your 
privilege, but I assert categorically that at that time I did not know, 
nor do I know now, that this projeot will not be completed by Decem- 
ber 1958. I repeat that if it is not, for some reason beyond the con- 
trol of the company, certainly the restriction in the tax amortization 
certificate is applicable. 

Senator Keravver. Other evidence that what I said is supported by 
substantial evidence is that Mr. Wyckoff, according to his testimony 
and according to Mr. Schooler’s testimony, did not tell Mr. Schooler, 
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the ODM press man, anything about goals having to be reopened and 
criteria having to be reexamined. 

Mr. Gray. I have already said I did not consider it was necessary 
in that press release. 

Senator Keravuver. So it had nothing to do with the press release; 
and that is my feeling about it. 

Mr, Gray. You are entitled to your feeling, Senator. I have told 
you what I know. 

Senator Keravuver. Do you have any questions, Senator Carroll ? 

Senator Carrotu. Yes, I have a few questions. 

I want to ask Mr. Wyckoff first, after the Supreme Court decision, 
you prepared a memorandum, on April 8; is that right? 

Mr. Wycxorr. Yes. 

Senator Carroty. That memorardum approved of this Idaho 
Power program, is that right? 

Mr. Wyrcxorr. No. The memorandum which was read last Tuesday 
simply said, in the last paragraph: 

The construction work is well under way, and it seems proper that action be 
taken on these applications. 

Senator Carrotu. That is right. You recommended approval to 
the new head of ODM who just came in March 14? 

Mr. Wrcxorr. No. I recommended action. It could have been any 
action. 

Senator Carrotu. Read again what you said there. 

Mr. Wyckorr. The construction work is well underway, and it 
seems proper that action be taken on these applications. 

Senator Carroiti. Was there a staff paper recommending approval, 
along with your memorandum ? 

Mr. Wycxorr. No. 

Senator Carrotu. Was there a staff paper ? 

Mr. Wycxorr. Nothing went along with this memorandum. 

Senator Carrotu. Was there a staff paper in connection with this 
project about the same time? 

Mr. Wycxorr. There had been a staff paper, I think, a year or so 
before? 

Mr. Gray. I have the staff paper, Senator. 

Senator Carroty. What was the date of the staff paper? What 
was the recommendation of the staff paper? Give me the date and 
the recommendation. 

Mr. Wycxorr. The staff paper is dated January 11, 1956. 

Senator Carrotit. What was the recommendation ? 

Mr. Wyrcxorr. And it stated: 


Accordingly, both applications are certifiable under goal No. 55, electric power. 


Senator Carroty. So your memorandum was in support of the 
staff study. You were recommending action ? 

Mr. Wyrcxorr. I was recommending action accordingly. 

Senator Carroti. As I now understand the record to show, you 
based your recommendation upon a letter which you received from 
the vice president of this company on April 12 with reference to 
Oxbow. 

Is that what you mean? 

Mr. Wycxorr. That letter was part of the complete file as to 
whether the criteria were met in these two applications. 
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Senator Carrotu. Yes; but on April 8 you made your memorandum 
for action. 

You know, you have been following this, you have had long ex- 
perience. Dr. Gray has only been in this office since March 14. 
But through a long period, for many years, now, this whole Idaho 
power controversy has been « national issue. 

There has been extensive testimony before the Federal Power 
en cases have been litigated and taken to the Supreme 

ourt. 


Let me read this. I do not know whether Dr. Gray is familiar 
with this or not: 


In presenting their case asking for a license, * * * 


this whole program is based upon two factors, as I understand it, 
incentive and the necessity for excess power, isn’t that right; aren’t 
they the basic criteria? 

Mr. Wrcxorr. Yes. 

Senator Carroxu. All right. 

Here is the testimony before the Federal Power Commission by 
the attorney. I am now quoting from the record of Calendar No. 
330, Report of the Senata Committee on Interior and Insular Affairs, 
page 39: 


The applicant is here before you asking the privilege of constructing, and 
solely with its own money and without one cent of cost to the taxpayers of 


the United States. 
That is his first statement. 
Here is another statement in the same report: 
We have here a private company providing great flood control, navigation, 


recreational benefits to the Nation free of cost to the Nation, and without any 
request on the part of the company for contributions by the Federal Govern- 


ment, 

Mr. Chairman, I have heard Dr. Gray say several times, and I 
want to clear the record on this: He left the impression that the Fed- 
eral Power Commission had granted this license, knowing full well 
that applications for an accelerated amortization tax program were 
in the offing. 

Here is what the Federal Power Commission said on page 40, and 
I am quoting now from that decision: 

However, under existing Jaw these public purposes will be realized without 
expense to the United States to the extent that the projects are constructed 
by a non-Federal entity. 

Having that in mind, and knowing the basis criteria of this pro- 
gram, there was no need for incentive in this program. The incen- 
tive was the license itself, was it not? That was the one they were 
fighting for, to gain this advantage; that was the incentive. They 
wanted to construct, is that not true? 

Mr. Wycxorr. They wanted to construct. 

Senator Carroiu. Is that not incentive enough ? 

Mr. Wycxorr. Senator, my responsibility was to see: Do these 
applications meet the criteria under which other similar applications 
have been filed ? 

Senator Carrotu. I know, but a part of that criteria is incentive, to 
get them to produce excess power; that is basic, is it not? 

Mr. Wyckorr. It is. 
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Senator Carro.u. By the other part of the criteria, when we talk 
about excess power, we mean a building beyond a normal growth, do 
we not? 

Mr. Wrcxorr. Yes, sir. 

Senator Carro.u. This is a deficit area we are talking about; they 
are deficit in power. There is no excess power here; is that not true? 

Mr. Wycxorr. Yes. 

Senator Carroiu. That is exactly what Secretary Seaton gave as the 
basis for his denial of this. 

As I understand the testimony of Dr. Gray, the criterion has not 
changed during a long period of time; is that not true? 

Mr. Gray. I think that is true, Senator Carroll. 

Senator Carrotu. So what we are examining here now is the neces- 
sity for this action, based upon the criteria. 

Here we have testimony, under the able examination of the chairman 
and we show a series of events, where the officials, the attorney, and 
finally a press release by the president of this organization which says 
that they do not meet the requirements to give it validity. As I 
understand Dr. Gray, he said: “What difference does it make because 
if they do not meet it, they do not get it?” 

Mr. Gray. Senator, I do not think that is a fair characterization. 

Senator Carrot. I am perfectly willing to withdraw it and say in 
substance I had the impression you said that if they do not meet the 
requirements of the December 31, 1958, goal, then their tax amortiza- 
tion is invalid. 

Mr. Gray. I said that I do not know, did not know, when these 
certificates were granted, and I do not know now that they will not 
meet this requirement. 

I said further that if they did not meet it, unless there was some good 
reason which was beyond their control, and certainly I would say to 
you this, Senator, that if there was a misstatement of intention, I 
would not consider this a circumstance beyond their control. 

I am saying that when it was represented to me that construction 
was underway, and that they would meet these requirements as set. 
forth by the expansion goal under question, which was December 
1958, I felt they were eligible and should receive these tax certificates. 

Then I said, I am telescoping a lot of testimony, that if they do not, 
it is a part of the certificate itself. 

Senator Carrrotyi. That is what I was trying to say. 

Mr. Gray. Yes. 

Senator Carrotu. I understood what you said, and I do not want to 
distort it in any way. 

Mr. Gray. I would like to have an opportunity of explaining why 
I took exception to what you said, and that is you characterized my 
having said, “Well, it doesn’t make any difference,” as though this 
were not an important matter. This is a very important matter. 

Senator Carroty. [did not mean it in that vein. 

Mr. Gray. I am sorry. 

Senator Carrotu. It seems to me you have a very serious responsi- 
bility in the granting of these certificates for this reason: It can 
change the financial picture of a lot of people. These tax certificates 
are used to get loans. 

Mr. Gray. Yes, sir. 
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Senator Carrouy. In this case no doubt exists in my mind it is part 
of it; it is also an incentive to grant loans, and it also may affect the 
stock market. 

I am informed, and I am perfectly willing to be corrected, that 
within the last 6 months, Idaho Power stock has gone from 30 to 38. 

Mr. Gray. I do not have the slightest idea. 

Senator Carrotz. A lot of bondholders are affected by this sort of 
a program. 

Mr. Chairman, let us think in terms of the chronological order of 
these events. Dr. Gray came into office on March 14. On April 1 
there was the Supreme Court decision. On April 8 we had a memo- 

randum; there must have been some deficiency in the basic criteria 
with reference to December 31, 1958, by all of the evidence that we can 
place our fingers on, except the letter of April 12, or a few days before 
the issuance of the certificate. 

When was the certificate issued ¢ 

Mr. Gray. The 17th. 

Senator Carroti. These are factors, I am sure, that the chairman 
understands. As I listened to his very fine examination, I merely 
wanted to bring them to his mind once more. 

Senator Kreravver. Mr. Gray made the decision on this before we 
ever got the letter, did you not, Mr. Gray? You made your mind up 
on April 104 

Mr. Gray. That is right. 

Senator Kerauver. This letter did not come from the Interior De- 
partment until April 15? 

Mr. Gray. It would not be accurate to say that I relied in the deci- 
sion that these certificates should be granted on this letter. I relied 
on what I assumed to be accurate information that construction had 
started, and that the intention and capability of the company was to 
meet the deadline requirement. 

Senator Kerauver. In other words, when you made up your mind, 
you did not even have a letter from a vice president of Idaho Power to 
Mr. English of the Interior Department that Idaho intended to com- 
plete it by December 31, 1958? 

Mr. Gray. I beg your pardon. 

Senator Keravver. When you made up your mind to grant the 
certificate on April 10, so far as the record was concerned and the 
hearings before Congress and public statements, the only statement of 
the Idaho Power Co., as of that time, was that Oxbow would be com- 
pleted in August 1961, 

Mr. Gray. No. The statement was, Senator 

Senator Kerauver. What statement are you referring to? 

Mr. Gray. The Idaho Power Co. statement. 


Senator Kerauver. This statement is not dated until April 12, Mr. 
Gray. 


Mr. Gray. I am not talking about that statement. 

Senator Krrauver. What other statement are you talking about? 

Mr. Gray. I am talking about the application and their construc- 
tion schedule, which indicated they would have, as far as Oxbow is 


concerned, they would have the power unit in service in 24 months. 
This was a statement to us. 
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We had no reason to think there was any change, and I believe 
there were indications from the power company to our staff, or the 
staff of Interior, that the original schedule would be adhered to. 

Senator Keravuver. Is that the application ? 

Mr. Gray. I can only repeat it. 

Senator Kreravuver. Is that the application of August 1953, to which 
you are referring ? 

Mr. Gray. That is right; yes. 

Senator Krerauver. Things changed a great deal after that time. 
They did not even get a license until the summer of 1955. 

Mr. Gray. That is right. 

Senator Kerauver. Wouldn’t that affect the time? 

Mr. Gray. Well, now, yes; but it is indicated for 24 months. 

Senator Krerauver. Do you mind if I see the memorandum you are 
talking about ? 

Mr. Gray. Yes, sir; here it is. 

Senator Kerauver. Twenty-four months from April 1957, would 
be when ? 

Mr. Gray. They have already started construction. You figure 24 
months, I guess, from the time that the Federal Power Commission 
granted the license, which was in 1955. 

Senator Krerauver. Where do you see Oxbow here, Mr. Gray ? 

Mr. Gray. If you look at the front page. 

Senator Keravver. This is the power application? This refers 
to TA-26407. Is that Oxbow? 

Mr. Gray. Yes; I think it is. 

Senator Keravver. All right. 

Please proceed, Senator Carroll. 

Senator Carrotu. I am looking at page 12 of your statement. 


On August 4, 1955— 
I am reading from the second paragraph— 


the Federal Power Commission granted licenses covering two projects: con- 
struction of the Brownlee unit to start within 1 year, and Oxbow within 4 years. 
That says Oxbow within 4 years. 

On its face, by your own statement, they cannot qualify except by 
virtue of this letter. 

Mr. Gray. They already had started construction. 

Senator Carro.u. But if they refer to the termination of construc- 
tion within 4 years, they cannot qualify under your own statement. 

In any event, there is no use belaboring that point. We have gone 
over it several times. 

We understand the criteria, but the granting of these tax amortiza- 
tion certificates will amount to about $30 million; is that approxi- 
mately correct ? 

Mr. Kenpati. They will depreciate on an accelerated basis about 
$60 million of the costs. The tax savings might run, the tax defer- 
ments might run, $30 million. 

Senator CarroLt. Tax deferment is what I mean. 

So on the basis of a tax deferment, you will be giving them $6 mil- 
lion a year for 5 years. 
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Here is a report, again coming from a congressional committee 
hearing. You cannot absorb all these things in a short period of time, 
but I want to show the effect of this thing. 

Mr. Gray. Will you identify the report, Senator? 

Senator Carro.u. This is a report that comes from a hearing of 
the Subcommittee on Irrigation and Reclamation. This is the hear- 
ing on 8. 555, held March 6, 7, and 8, 1957. 

I will just give you a general idea as to what this means to the tax- 
payer and to the benefit of the company. 

On $1 million the net benefits would be $93,600 a year. That is just 
on $1 million. 

Multiply that by 30, and you begin to get some idea of how much 
money is involved in this tax deferment. 

Over a 5-year period, on $1 million, it would amount to $118,170; 
that is the net benefit. Multiply that by 30, and we get some idea 
of what this means. 

Now, applying that on the basis of the utility investing in the capital 
investment, 1f we take the theory of the Federal Power Commission 
on the theory of the courts where there is no pay-out or dividends, 
just into earned surplus and future plowing back in 

Mr. Gray. Reserves against later tax liability. 

Senator Carrot (continuing). Do you know what that would mean 
on $1 million in a payoff period of 50 years which, I think, is the 
Idaho Power situation, is it not? Is it 40 or 50 years? 

Mr. Kenpauu. Fifty years. 

Senator Carrotu. Let me tell you what it would mean on $1 mil- 
hon. Five million dollars is what it means by the 6 percent interest 
per annum on this compounded interest, so you multiply that by 65. 
That gives you over $300 million. 

The industry loan, in other words, is $468,000 on $1 million. You 
multiply that by 30, and this is what Secretary Humphrey was talking 
about the other day when he said that we lost $3 billion in taxes. 
People have got to pay this. 

The reason I mention this in relation to Idaho Power is that they 
never asked for help. They denied they wanted help before the 
Federal Power Commission. But they did file for the writeoff. They 
were asked : 

If you did not need it, why did you file? 

The president or their lawyer for the company said : 

We felt we had a duty to protect ourselves. We do not expect to get it. 


That is the testimony before public bodies. Then we find them 
saying, after the Federal Power Commission rules for them in this 
statement, that it is not going to cost the taxpayer a cent, and after 
the court decision 

Mr. Gray. I think you will find that their application was filed 
before the Federal Power Commisison ruling on their license. 

Senator Carro.u. That is exactly the point Iam making. The Fed- 
eral Power Commission statement says, and I will read it to you again, 
because I think you are confused on that: 


The public purpose will be realized without expense to the United States. 


This is what the Federal Power Commission said as it granted them 
the license, and this was their propaganda all over the country, in the 
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newspapers, before committee hearings, testifying before the Congress 
that they did not want money, and they get this windfall, not because, 
as you have said, of need; need is not a criterion at all. You have 
testified here today ; we are not talking about need. 

The question is incentive. The incentive is the license. They have 
been fighting to get it, and the other criterion is excess power, and 
there will be none under this program. 

Mr. Gray. I would remind you, Senator, that you should not dis- 
cuss the Idaho Power tax amortization certificates as though they 
were the only ones granted in this program. The question of whether 
there was this incentive for the company was present in every one of 
these applications which have been granted, going back to 1951. 

Senator Carrot. It is not true that you granted all. You turned 
one down here, not when you were in there. 

Mr. Gray. I am saying of the ones granted. 

Senator Carro... am turned one down. There are only two left, 
as I understand it, if I can find it here. 

There was one turned down, a $191 million project that you just 
turned down. The truth of it is that Idaho Power is the only one left. 

You turned down the Electric Energy, Inc., project on April 30, 
1957. That $191 million project was denied. It involved the steam 
plant at Joplin; is that right, Mr. Wyckoff ? 

Mr. Wycxorr. Yes. 

Senator Carrot. So this is the only one left. 

Mr. Gray. That is right. 

Senator Carroiu. That is all, Mr. Chairman. 

Senator Kerauver. Mr. Gray, I have looked over this memorandum 
which you let me have here, and which seems to be the application back 
in 1953. 

Mr. Gray. Yes. 

Senator Kerauver. It says here, in part, that the— 
beginning dates of construction or various portions of the project and for bring- 
ing the facility into service are dependent upon the scheduling of the construc- 
tion of the related Brownlee and Hells Canyon hydroelectric projects and, there- 
fore, no reasonable estimate can be made at this time as to the length of the 


construction period. The construction time required to complete the various 
portions of the development are currently estimated as follows, 


and then it has a 24-month estimate. 

Mr. Gray. Yes, sir. 

Senator Keravuver. Is that all you had to go on, to base a conclusion 
that this was going to be finished by December 31, 1958 ? 

Mr. Gray. All I had to go on? 

Senator Kerauver. Yes, sir. 

Mr. Gray. No. I was told that the plan was, and the capability 
was to complete it, and I was told that came from information from 
the power company itself. 

Senator Keravver. Were you not aware of the testimony before the 
committees of Congress ? 

Mr. Gray. [ have testified, Senator, I was not aware of it. 

Senator Keravuver. If you were satisfied with what you had there 
on April 10, why did you, Mr. Wyckoff, ask Mr. English of the In- 
terior Department to get other information from the Idaho Power 


Co.? 
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Mr. Wycxorr. We had word by telephone from a representative of 
the Idaho Power Co. that both projects had been started, and I asked 
Mr. English, as our delegate agency representative, to get a confirma- 
tion of it in writing, and he was—— 

Senator Kerauver. From whom did you get that information, Mr. 
Wyckoff? 

Mr. Wxycxorr. From Mr. Inman, the vice president of the company, 
who was in town. 

He came to see me, and I asked him about the starting, and he said, 
“Yes, we have started both of them,” and then I called Mr. English. 

Senator Kerauver, Mr. Wyckoff, did not Mr. English tell you that 
he would transmit his request to Idaho Power Co. for this additional 
information through its Ebasco agent ? 

Mr. Wycxorr. He did not say. 

Senator Kerauver. Ebasco really handled this application, did it 
not, Mr. Wyckoff? 

Mr. Wycxorr. Yes; they have telephoned several times about it. 

Senator Kerauver. Who in Ebasco is handling this? 

Mr. Wyckorr. Well, the man who called me is Richard McDonald. 
At least he is known to me as Dick McDonald. 

Senator Kerauver. The certificate was actually picked up by the 
Ebasco agent, was it not ? 

Mr. Wycxorr. Yes. 

Senator Keravver. By Mr. McDonald? 

Mr. Wyrckorr. Yes. 

Senator Kerauver. On what date ? 

- Wycxorr. The date that they were issued, the 17th, the 17th of 
April. 

Senator Keravuver. Is that right? 

Mr. Wyckorr. No; it was received April 18, the two of them to- 
gether, and he receipted for it over his name, “C. R. McDonald.” 

Senator Kerauver. He came down to the office and got it ? 

Mr. Wycxorr. Yes. 

Senator Kerauver. Who told him it was going to be ready ? 

Mr. Wyrcxorr. He asked me a long time ago if, when the certificates 
were ready, I would let him know and he would pick them up, which 
is frequently done, and I said I would let him know when they were 
ready, and I called him and said— 

The certificates for Idaho Power are ready, and you can pick them up or we 
will mail them. 

Senator Kerauver. What day did you call him, Mr. Wyckoff? Was 
it the 17th ? 

Mr. Wycxorr. I think it was the 17th. It was the day they were 
dated, which was the 17th. 

Senator Kerauver. So that is the first time somebody was called 
outside the office of ODM about these certificates being ready; is that 
correct ? 

Mr. Wycxorr. Yes. 

Senator Krrauver. Mr. Wyckoff, in the light of the fact that Mr. 
Seaton had recommended against this application, why did you deal 
with Mr. English? Did you discuss the matter further with Mr. 
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Seaton or Mr. Aandahl? Was he not the Assistant Secretary of 
the Interior ? 

Mr. Wrcxorr. No; I did not. 

Senator Keravuver. You knew Interior had recommended against 
it, did you not? 

Mr. Wycxorr. I did not. 

Senator Keravver. Did not Mr. English tell you they had recom- 
mended against it when you were talking about getting this new 
information ? 

Mr. Wrcxorr. He did not. 

Senator Keravver. You did not know they had recommended 
against it, Mr. Wyckoff ? 

“Who gets the letters when they come over from Interior to ODM? 

Mr. Wycxorr. I have in my files everything that has come to me in 
connection with the case. 

Senator Kerauver. Did you have this letter of March 11—— 

Mr. Gray. That letter went to Dr. Flemming, Senator. 

Senator Kerauver. Don’t you keep Dr. Flemming’s letters, Mr. 
Wyckoff ? 

Mr. Wycxorr. When they come tome. If they had been addressed 
to Mr. Flemming, I put them in the file. 

Senator Kerauver. But this letter never came to you ? 

Mr. Wycxorr. No. 

Senator Kerauver. When was the first time you found out about 
it ¢ 

Mr. Wycxorr. Today. 

Senator Kerauver. Today? You mean Mr. Gray did not tell you 
about the letter when you were discussing whether to issue the certifi- 
cates or not ? 

Mr. Wrcxorr. No. 

Senator Kerauver. Are you not the technical man who handles 
liaison with ODM on these matters? 

Mr. Wyckorr. Yes. 

Senator Kerauver. Were you under the impression that Interior 
had recommended and was still recommending the granting of this 
certificate ¢ 

Mr. Wrckorr. I was. 

Senator Kerauver. What if you had known otherwise: would you 
have been against it ? 

Mr. Wyckorr. No. 

Senator Keravver. What if you had known otherwise? 

Mr. Wycxorr. I did not get the question. 

Senator Kerauver. What position would you have taken if you 
had known that the Department of Interior was against the issuance 
of these certificates ? 

Mr. Wycxorr. The applications met all the criteria so far as my 
records were concerned, and I could do nothing more than feel that 
all requirements had been met as they had been met in hundreds 
of previous similar cases. 


Senator Carrot. Mr. Chairman, if I may interrupt, Mr. Wyckoff. 


You just testified to me that this was a deficit area. 
Mr. Wycxorr. It is. 
Senator Carrot. Then how could it meet the criteria ? 
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Mr. Wyckorr. The deficit is established by the establishment of the 
goal. It is proved by the establishment of the goal. The goal is 
a nationwide goal, and under it we certify for all areas. It happened 
that these applications were for expansion in a deficit area. 

Senator Csuetas, Exactly, and then, therefore, it could not produce 
an excess quantity of power within the criteria; is that not true? 

Mr. Wyckorr. They produce needed power in the Northwest area. 

Senator Kerauver. Anything else, Senator Carroll ? 

Senator Carrott. Yes, Mr. Chairman. That is exactly it. But 
not incentive for excess power, which is the purpose of the whole 
program ; is that not true? 

Mr. Wyckorr. Whether they produce excess power in that area, I 
do not know. 

Senator Carron. That is all, Mr. Chairman, 

Senator Kerauver. Why did you raise your margin requirements 
from 14 to 20 percent, Mr. Wycoff, when you increased the goal? 

Mr. Wycxorr. Senator, I am sorry; I had nothing to do with the 
establishment of goals. I merely operate within them. 

Senator Kerauver. You mean that is being done by the Interior 
Department ¢ 

Mr. Wycxorr. It is done by another part of ODM. 

Senator Keravver. What part is it done by ? 

Perhaps Mr. Parnell knows. 

Mr. Parnewu. Senator, I have never actually established expansion 
goals, so I do not think I can speak to that. 

Senator Keravuver. Who in ODM does establish it? Who is re- 
sponsible for raising the percentage requirement from 14 to 20 
percent / 

Mr. Kenpatu. May I respond to that, Senator ? 

Senator Kreravuver. Let me get this right now. On page 9 of your 
statement, Mr. Gray, you say 

Mr. Gray. Yes. 

Senator Kerauver (continuing reading) : 





The projected capacity was not suffiicent for mobilization needs. Accordingly, 
on April 15, 1955, Mr. Flemming reopened expansion goal No. 55, establishing 
it at 150 million kilowatts by December 31, 1958. The reserve capacity over 
peak-load estimates provided by this full-mobilization objective was about 24 
percent. The objective was designed to take care of requirements for full 
mobilization as contrasted with previous efforts to cover only partial mobilization 
requirements. 


The staff report of the joint committee says that this over-peak- 
load estimate, or reserve capacity over peak load, was raised from 14 
percent, as I remember it, to 20 percent. But you say here 24 percent. 
Who did that ? 

Mr. Kenpauy. The Director in the Office of Defense Mobilization. 

Senator Keravver. Mr. Flemming? 

Mr. Kenpauu. That is correct. 

Senator Kerauver. Upon whose advice did he do it ? 

Mr. Kenpati. Well, I could not tell you everyone upon whose ad- 
vice he acted, sir. But he had the advice of his own staff and the 
staff of the Department of the Interior and, I believe, it was discussed 
with the Defense Mobilization Board, which is a Board made up of 
Cabinet members who assist the Director of the Office of Defense 
Mobilization. All of that advice, and others, no doubt. 
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Senator Kerauver. But did not Interior refuse to go along with 
the recommendation, or did they ? 

Mr. Kenpatu. Which recommendation is this, sir? 

Senator Keravver. About increasing this reserve capacity over 
peak load estimates ? 

Mr. Kenpaut. No. As I remember it, the Department has stated 
that it agreed with the new goal at about that time. I would have to 
go back and look it up. 

Senator Keravuver. Do you know for sure, one way or the other? 

Mr. Kenpatu. Yes; I am virtually certain that in the report of the 
Joint Committee on Defense Production for 1955, which was the 
year in which the goal was raised to 150 million kilowatts, that re- 
port, I think, is dated January 1956, there is included a report from 
the Department of the Interior reciting this increase in the goal. 
You asked earlier why it went from 15 to 20 percent. 

Senator Keravver. 14 to 20; apparently 24 percent. 

Mr. Kenvau. That was because it was determined that full-mobi- 
lization requirements should be refiected in this goal rather than par- 
tial mobilization; the distinction between full mobilization and par- 
tial. 

Senator Krerauver. What other views were held about full mobi- 
lization at that time? 

Mr. Kenpatu. I would have to check on that. 

Senator Kerauver. Would you do that, and let us know? 

(The material referred to may be found in the Appendix on p. 1089.) 

Senator Kerauver. Now, Mr. Wyckoff, you have spoken of Ebasco 
being the service agent here. Ebasco handled quite a number of these 
applications, did it not ? 

r. Wyckorr. They represent a number of power companies, yes, 
in Washi n. 

Senator Keravuver. I have a list here of all of the power-company 
applications since 1955. Would you be so good as to note opposite 
the ones that Ebasco handled? I will hand you this memorandum, 
and you furnish it to the committee. This is a list made up by you 
and supplied by Mr. Parnell. You will note the ones that Ebasco 
ere: will you? 

r. Wyckorr. Yes, sir. 

Senator Kerauver. One further thing, Mr. Gray. I understand 
from the testimony before Senator Byrd’s committee that he had an 
agreement, or that Dr. Flemming had told him he was not going 
to issue these certificates. 

You heard about that, did you not ? 

Mr. Gray. Dr. Flemming, I think, did not consider that he had 
agreed not to issue them; no. 

Senator Kerauver. Anyway, Senator Byrd claimed that he had 
that agreement. 

Mr. Gray. I remember something about that, Senator, I think that 
probably what Senator Byrd has reference to was some agreement 
about opening up, that Dr. Flemming would not open up a steel ex- 

ansion goal with respect to which they had some correspondence 
ast year, I believe. 

I can only give you my opinion, but I think this is the source of 
confusion, because I know of no agreement that Dr. Flemming made 
not to grant these certificates. 
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I think the Senator was thinking back in his correspondence and 
probably was referring to the steel goal about which there was, I am 
told, very considerable pressure late last year, and a lot of sentiment 
that steel goals should be reopened. Of course, they were not opened. 

Senator Kerauver. My understanding was that he had a definite 
agreement with Dr. Flemming that the Idaho Power Co. certificates 
were not going to be issued. Was there not some discussion between 
you and Dr. Flemming about that ¢ 

Mr. Gray. I know of no agreement. I talked with Dr. Flemming 
about these certificates, as I have indicated, and I know of no agree- 
ment he made not to issue any. 

Senator Keravver. I notice in this proposed press release, Mr. Gray, 
which you sent over to Governor Pyle, you say that on October 25, 
1955, the Department of Interior recommended to the Office of De- 
fense Mobilization that “The necessary certificates be issued on both 
projects.” 

In putting out your press release and giving the public information, 
do you not think that this recommendation against it should have 
been included ? 

Mr. Gray. No, because the press release which was put out said that 
in accordance with the applicable criteria and procedures the De- 
partment of Interior recommended approval, and this is the case. _ 

The Seaton letter, as I have tried to explain here this afternoon, did 
not go to the then applicable criteria and procedures. 

Senator Kerauver. You stated in your press conference that this 
had been recommended by the Department of the Interior; did you 
not? 

Mr. Gray. Yes. 

Senator Keravuver. Why did you not say in the press conference 
there had been a subsequent denial by the Department of the Interior? 

Mr. Gray. Seaham} do not consider the Secretary of the Interior 
as having addressed himself in any way to the criteria which were 
applicable and under which these applications were filed and eligible. 

Senator Krerauver. You mean that the letter from the Secretary of 
the Interior, so recently received, is irrelevant and is not entitled to any 
mention at all ? 

Mr. Gray. I do not consider it irrelevant. I consider it as an ex- 
pression of his opinion as to whether these certificates should or should 
not be issued. 

Senator Keravuver. Mr. Seaton said they should not be issued. But 
you said in your press release, and you said it here, that Interior rec- 
ommended they should be issued. 

Mr. Gray. I said they recommended that in accordance with the 
applicable criteria and procedures, which is the case. 
enator Kerauver. Senator Carroll, did you have any other ques- 
tions? 

Senator Carrot. Only this observation, Mr: Chairman: It comes to 
me that I was really shocked the first time at this table when I heard 
the statement of the Secretary of the Interior. I had distinctly the 
impression the other day that the Department of the Interior had given 
its approval, along with ODM, and now I learn quite to the contrary. 
I am not for myself willing to treat so lightly the recommendation of 
Secretary Seaton, as is Dr. Gray, for the reason that it is not a ques- 
tion of finances. 
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Secretary Seaton put his finger right on the basic criterion, which 
is excess power, which was the testimony, in my opinion, and it is 
clear there is none in this case. Therefore, the application fails to 
meet the criteria. 

Senator Kerauver. Mr. Gray, might I ask you if you told Mr. 
Sherman Adams and others at the White House that the Secretary 
of the Interior had recommended against the certificates? Does that 
have anything to do with getting in touch with all these people? 

Mr. Gray. Senator, I cannot discuss those conversations. 

Senator Keravuver. You refuse also to say whether you had any 
further conferences with Mr. Seaton about it after his letter came 
to your attention ? 

fr. Gray. That is right. 

Senator Carrotu. Mr. Chairman, I would like to put another ques- 
tion along that line. 

Did you, Dr. Gray, have a conference with any member of the 
White House staff or any group of staff members, at a time when a 
representative of Ebasco or any other citizen was present, with refer- 
ence to the granting of this license ? 

Mr. Gray. No, sir. 

Senator Carrott. Or with reference to the Seaton letter ? 

Mr. Gray. No, sir. As far as I know I have never met or seen 
anybody in that organization. 

Senator Carrotu. Can you tell us, Dr. Gray, why you did not confer 
with Mr. Wyckoff about the Seaton letter? Here is the technician in 
charge of a Government program involving millions of dollars of the 
taxpayers’ money. His testimony is that for the first time today the 
man who has devoted 4 or 5 years of his life as an expert on this pro- 
gram finds out there is such a letter from a Cabinet member of the 
United States Government. Can you tell us why that happened ? 

Mr. Gray. I repeat that I do not feel that the letter went to the 
criteria which were involved in the granting of these applications. 

Senator Carroty. Were you an expert in this field before you came 
into it? 

Mr. Gray. I would say I was not; no, sir. 

Senator Carrot. Would it not be advisable for you to confer with 
your experts and get their opinion ? 

Mr. Gray. Well, I think it fair to say that I conferred with staff. 
Mr. Wyckoff was not one of the conferees. 

Senator Carrott. Mr. Wyckoff, who is your immediate superior ? 

Mr. Wyrcxorr. Mr. Sheppard. 

Senator Carrotu. What is his title? 

Mr. Wyckorr. Deputy Assistant Director of the Production Area. 

Senator Carrotu. Do you have technicians on your staff or are there 
technicians in the Department of Interior? I am talking about the 
power engineers who go out into the regions. 

Mr. Wycxorr. No; we do not have any. 

Senator Carroti. Do the engineers go out and make the surveys? 

Mr. Wycxorr. We rely on engineers of the Department of Interior. 

Senator Carroti. Mr. Chairman, did you hear that reponse? The 
engineers of the Department of Interior are the ones who make the 
surveys, and Mr. Wyckoff’s testimony is that they rely upon these 
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engineers, aid the engineers are the experts who give technical advice 
in this field; is that not so? 

Mr. Wycxorr. Yes. 

Senator Carroti. So I would assume, Mr. Chairman, that the engi- 
neers have reported them to the Secretary of the Interior, also not an 
expert, who makes his conclusions, and he gives his conclusions and 
his opinion to the Director of ODM. 

Senator Kerauver. I would assume that is the case, that the Sec- 
retary of the Interior speaks for the Department and that he gets 
all the information that is pertinent from his experts under him. 

Mr. Gray. You are going to have Secretary Seaton before you. I 
think you can ask him that. 

Senator Kerauver. Yes. 

Senator Carrot. I might say, Mr. Chairman, it is my understand- 
ing that prior to 1953, when this program was set up, there were three 
representatives of the electric power industry involved. There was 
a man by the name of Dreyer, I think it was Jason Dreyer, who held 
the title that has something to do with the defense electric power 
agency, and the technicians in those days worked under the Depart- 
ment of the Interior and made the surveys. In those days the Depart- 
ment of the Interior had almost complete authority about the issuance 
of these tax amortization certificates. 

Mr. Wyckoff now confirms that by saying that they still rely upon 
Interior for their technical surveys. The staff might prepare and find 
out those names and get the background, and we can make it a part of 
the record. 

Senator Kerauver. We will have that done, Senator Carroll. 

Anything else, Mr. Gray, you want to say about this? 

Mr. Gray. No, sir; I think not. 

Senator Kerauver. I would like to ask why this letter to Dr. Flem- 
ming from the Secretary of the Interior was not in the ODM files 
which Mr. Wycoff and you gentlemen let our committee staff see. 
I understand it was taken out on the ground that it might be execu- 
tive privilege. 

Mr. Gray. It never went into the files down in the production area, 
Senator. 

Senator Kerauver. It is a very important letter. It is the most 
important document, by far, that is in your files. Anyway it was 
withheld temporarily. 

Mr. Gray. It never was in the files, as I have already explained I 
was advised before I appeared here last week that there was a serious 
question as to whether this letter came within the executive privilege. 

Senator Kerauver. Who advised you on that, Mr. Gray? 

a Gray. I was advised by competent people on whose advice I 
rely. 

I take the matter of executive privilege, which is something directed 
by the President, very seriously, and when competent people tell me 
there is some question about violating it, I am not going to violate it. 

I will repeat, as I said earlier, I was informed today that the letter 
is not covered by executive privilege, and we brought it up then and 
handed it to the staff at the beginning of this hearing. 

Senator Kerauver. Do you object to saying who advised you about 
the matter of executive privilege ? 

Mr. Gray. I do object; yes. 
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Senator Kreravver. Was it any of the men at the White House to 
whom you talked ? 

Mr. Gray. I will not discuss that, Senator. 

Senator Keravver. Mr. Dixon, you say you have some questions ? 

Mr. Drxon. On that point, Mr. Gray, was Idaho Power Co. repre- 
sented by an agent in negotiations for these tax certificates with ODM ? 
I believe someone mentioned that they were. 

Senator Kerauver. Mr. Wyckoff said that Mr. McDonald of Ebasco 
was the representative ; is that correct ? 

Mr. Wycxkorr. Yes. 

Mr. Drxon. Was a letter of authority furnished to ODM designating 
Ebasco as agent ? 

Mr. Wyrcxorr. I do not know; I would have to see. Ordinarily we 

uire such a letter. 

nator Kerauver. I am advised there is no letter in the file. Will 
you look and see if there is such ‘a letter, Mr. Wyckoff, and furnish us 
a copy of it? 

r. Drxon. We have, Senator, a copy that was picked up, I believe, 
by Mr. Clifford, in 1955, in the course of another investigation, and it 
was not in the files that Mr. Clifford examined down there. 

I would like to know who took it out. 

Senator Kerauver. Here is a letter of August 7, 1953, by Mr. 
Roach, president of Idaho Power Co., designating Walter B. Cosdon, 
manager of Ebasco Services, as representative to discuss these tax 
certificates. 

Why was not such a letter in the file, Mr. Wyckoff ¢ 

Mr. Wycxorr. I do not know; I will look. 

Senator Keravuver. We will make this letter as an exhibit. 

(The document referred to follows :) 


IDAHO POWER Co., 
Boise, Idaho, August 7, 1953. 


Subject: Application for certificate of necessity—Oxbow hydroelectric devel- 
opment—T A-26407. 


OFFICE OF DEFENSE MOBILIZATION, 
Washington, D. C. 


GENTLEMEN : This is to certify that Walter B. Cosdon, manager Ebasco Serv- 
ices, Inc., 1625 I Street NW., Washington 6, D. C., is authorized to discuss sub- 
ject necessity certificate application with representatives of the Office of Defense 
Mobilization and to receive communications from your office relative to this 
application. 

Yours very truly, 


T. E. Roacu, President. 

Mr. Drxon. I would like to ask Mr. Gray whether he has any WOC 
employees at ODM. 

Mr. Gray. Yes; we have some WOC’s. 

This is subject to some correction, after checking of the records, 
but two of the Assistant Directors are WOC’s. 

Mr. Drxon. Who are they? 

Mr. Gray. They are Mr. Beitzel, who is the Assistant Director for 
Production, and General Dargusch, I do not have his initials, who is 
the Assistant Director for Manpower. 

I might say, I testified before Senator Magnuson’s Appropriations 
Subcommittee that it is my philosophy and purpose, insofar as it is 
possible, to use permanent positions in place of WOC’s, and I have 
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already made arrangements, effective in the summer, to make the 
change in the manpower area, and Mr. Beitzel understands I am ac- 
tively recruiting, and I am making a change for a full time man in 
the production area. 

Mr. Kenpatu. That is correct, with a slight modification; I believe 
he isa WAE, instead of a WOC. 

Mr. Gray. I was covering part-time people, people employed less 
than full time. 

Mr. Dixon. Do you have any in the electric utility field? 

Mr. Kenpau. Not unless there is a consultant on the rolls. There 
are quite a few consultants that may be called in from time to time, 
who are not with us from day to day, who might be called in. 

Senator Krerauver. Do you have a list of those? 

Mr. Kenpauu. Yes. 

Mr. Dixon. Would it show what their company affiliations are? 

Mr. KenpaL. Yes; they are all published. WOC’s are published 
in-—- 

Senator Kerauver. Will you furnish us with a list? 

Mr. Kenpauu. All our consultants ? 

Senator Kerauver. No; the ones in the utility field. 

(Information supplied by ODM follows :) 


Entered on Subsec. 710 (b) (6) Defense 
duty Production Act, 1950 


Type appointment and area 
Name assignment 





TOOT TT TT TH 
Ogden, Chester (Operation | Executive reserve W. 0. C. | Jan. 7, 1955 
Alert 56), 8 days.! | production. 











The Detroit Edison Co., 
management of purchases. 





| i 





1 Days of duty, approximate times in. 


Mr. Drxon. Senator, I understand Mr. Wyckoff to say that he called 
Mr. McDonald on April 17. I would like to ask Mr. Gray if it is 
the usual practice of your office to communicate your decisions prior 
to public announcement. 

Mr. Gray. I do not know what the practice has been in that. I will 
have toask Mr. Wyckoff. 

Mr. Wycxorr. No; it is not. 

Mr. Dixon. It is not the practice ? 

Mr. Parneth. May | answer that, sir ? 

It has been the practice for a number of years, sir. You see, the 
original goes to the Commissioner of Internal Revenue, this is only 
a copy, and that goes to the applicant. When the applicant is—when 
the applicant or his duly authorized representative requests to be 
allowed to pick it up in person, it has been the practice right along 
to permit that and have him come in and sign for the copy. 

Mr. Drxon. This was 8 days before the announcement to the public 
that the agent first was informed of this decision, because you said 
you called him the day before he called to come by to pick it up; is that 
correct, sir? 

Mr. Wyckorr. Yes; I did. 

Mr. Parneui. As I remember, the certification date was the 17th. 
He picked up his copy on the 18th. 

Mr. Drxon. But he said he called him on the 17th and told him, 
so he came by on the 18th and picked it up. 
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Mr. Parneut. The 17th was the day the original went to the Com- 
missioner of Internal Revenue. 

Mr. Drxon. He called him that day ? 

Senator Keravuver. Just a minute. Mr. Wyckoff said that was not 
the custom. What is usually done? 

Mr. Wycxorr. I was asked if we called the representative of the 
company and told him what action was taken. In this case, I called 
the representative of the Ebasco, Mr. McDonald. Mr. McDonald—— 

Senator Keravuver. That is the same thing, is it not? 

Mr. Wycxorr. I said, “If you will come down, I have something for 
you.” I did not tell him what the action was, and we never do. 
| Laughter. | 

Senator Keravver. He knew what it was. 

Mr. Wyckorr. It could have been a denial. 

Senator Keravver. He would not think you would be calling him 
for nothing. 

Mr. Wycxorr. For a denial exactly the same as a certificate; we 
would not tell him. 

Senator Kerauver. Mr. Wyckoff, where did you call him, in New 
York? 

Mr. Wyckorr. What is that? 

Senator Kerauver. Was it in New York you called him to come 
down ? 

Mr. Wrcxorr. Washington. 

Senator Keravver. He is here in Washington ? 

Mr. Wrckorr. Yes. 

Senator Kerauver. You would not tell him to come over just for the 
fun of it, would you ? 

Mr. Wycxorr. If I had a denial, I would call him just the same as 
if I had a certificate, and I have done it hundreds of times. 

Senator Keravuver. Do you not think he would be able to tell by 
the tone of your voice whether you were going to make him happy or 
not 4 

Mr. Drxon. Mr. Gray, based on what has been developed here to- 
day, if you should make some check, after you go away from here, 
and find out that upon the best evidence you can find that this Oxbow 
project would not be finished until 1961, will you cancel it? 

Mr. Gray. Well, I do not know that I can check now that construc- 
tion started and make certain that it would not be finished. 

I would say this: very frankly, if there could have been any mis- 
representation, I will cancel it. 

Mr. Dixon. You have the right to cancel ? 

Mr. Gray. I have, under the regulation, the right to cancel on the 
showing of fraud, misrepresentation, error, or inadvertence. 

Mr. Dixon. Have you ever canceled one ¢ 

Mr. Gray. I have not. 

Mr. Drxon. I am speaking of your office. 

Senator Keravuver. Has your office ever canceled one ? 

Mr. Kenna. No. 

Senator Krravver. Mr. Gray, in that connection, with the com- 
pany’s attorney testifying previously, and Mr. Roach stating right 
afterward that it was not going to be completed until 1961, what more 
evidence do you need ? 
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Mr. Gray. Well, Mr. Chairman, I would say with respect to the 
newspaper report which you showed me, and I had not seen, I am sure 
my friends in the press will not criticize me if I should hardly take 
that as evidence of misrepresentation. 

I do not know who has spoken for the company, but I suppose the 
vice president, whose letter is shown here, dated April 12, stating that 
these projects will be constructed—— 

Senator Krerauver. No; that they intended, not that they would; 
they just intended. 

Mr. Gray. Well, I do not impute bad faith to people, Senator. If 
a letter states they intend to do it, I accept 

Mr. Drxon. Do you intend to investigate, in view of these three 
instances that have been brought out here today ? 

Mr. Gray. I certainly will take a look at it; yes, sir. 

Senator Krerauver. Mr. Gray, I show you Idaho Power’s own map 
presented at a congressional hearing. 

Mr. Gray. I have not seen it; no, sir. 

Senator Krravuver. Do you want to see it ? 

Mr. Gray. I will be glad to take a look at it. I repeat that every- 
thing I have known, Senator, is that these two applications would 
comply with the requirements for the issuance of these certificates. 

I have no reason to believe that there has been any misrepresenta- 
tion, and I will assume that there has been none until I have some- 
thing that leads me to believe it, because when someone says, “I intend 
to do something,” my inclination is to believe it. 

Senator Kerauver. Are you impressed by that chart that Idaho 
Power Co. themselves prepared ? 

Mr. Gray. May I just take a look at it ? 

Senator Keravuver. It shows that Oxbow will not come in until 
1961. 

Mr. Gray. Do you think this says that they will not complete con- 
struction by 1958? 

Senator Kerauver. Of course, that is what they said in the testi- 
mony, and that chart shows Oxbow is going to come in in 1961. 

Mr. Dixon. Under your own criteria, Mr. Gray, on page 13 of your 
statement, (b) “Applicant must comply with the provision of the goal 
that the added capacity to deliver power will be available.” 

Mr. Gray. Right; that is the way I understand it. 

Mr. Dixon. That means in being or producing. If there is no 
generator in, it is not producing. We have three instances called 
to your attention today wherein the same statement is made that 
generators will not be available until 1961. That means available to 
me. Does it mean the same thing to you, sir? They could be ordered, 
like you were advised in your letter, but that does not mean they will 
be available under your own criteria. 

Mr. Gray. Well, I believe that the expansion goal says that the 
power will be available by the end of December 1958. 

Mr. Dixon. That means in production, does it not? 

Mr. Gray. I think it does. 

Senator Kreravuver. Of course, all during this time they are going 
to be getting a tax benefit. 

Mr. Gray. Senator, they cannot get any tax benefit until the facil- 
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ities are built and there is the added income. This is a deduction 
against income. The Government is not going to hand them some 
dollars. This is an accelerated depreciation against income. 

Senator Kerauver. They get an income from their total operations, 
not just from Oxbow? 

r. Gray. They are having that anyway. They have income from 
total operations. 

Senator Keravver. In other words, beginning this very year, they 
will be taking off on the basis of a 5-year—— 

Mr. Gray. I do not think that is correct. 

Senator Keravuver. Beginning in the next tax year. 

Mr. Gray. After they have completed the facilities. Then they 
get this advantage, this incentive. 

Senator Kerauver. Mr. Gray, are you sure of that? 

Mr. Gray. I think that is true. I am not sure, but I think that is 
true. 

Senator Kerauver. Mr. Gray, you check into that, please. 

Mr. Gray. All right, sir. 

Senator Keravver. They get no deduction until after they have com- 
pleted the project; is that right? 

Mr. Gray. I think that is right. 

Mr. Kenpatt. On the accelerated basis. 

Mr. Gray. On an accelerated basis. Let the record show I said 
“think.” 

Senator Kerauver. Let me see, is that Mr. Kendall’s idea about it? 

Mr. Kenpatu. That is my idea, and I would be happy to check it 
with the Internal Revenue Service. Until the facilities are con- 
structed, it does not apply, until the facilities are in place. 

Senator Keravver. How do you inform the Internal Revenue 
Service that it has not been built on time? 

Mr. Kenpauu. The taxpayer has to justify it. 

Mr. Drxon. To whom ? 

Mr. Kenpatt. To the Treasury, the IRS. 

Mr. Drxon. Whose responsibility will it be to call this matter to 
the attention of the Director of Internal Revenue ? 

Mr. Kenpatu. It has already been called to his attention by the 
original certificate. 

Mr. Dixon. Just from the certificate? Is it your understanding 
that he is going to go out there and send people out there to see if 
those generators are humming on December 31, or are you going to 
have to call that to his attention ? 

Mr. Kenpauu. The first time that the taxpayer attempts to take more 
than the deduction allowed by regulation 22, I think it is, they will 
have to demonstrate they have satisfied the certificate on file with 
the Internal Revenue Service; that is part of it. 

Senator Keravuver. I know, but is that something over which you 
keep strict supervision ? 

Mr. Kenna. No. 

Mr. Drxon. Mr. Gray, suppose under the authority which you have 
to expand this goal, if you see fit, you were to expand it and change 
the date to 1961; the certificate that is outstanding now says 1958. 
Are you going to advise the Internal Revenue that they do not have 
to finish it until 1961 ? : 
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Mr. Gray. I am not so going to advise the Internal Revenue. 

Mr. Drxon. In other words, they would be saying 1958, but you 
would change the goal. 

Mr. Gray. I have testified repeatedly that I know of no suggestion 
coming from any source, including my own thinking about the matter, 
that there will be any change in this goal whatsoever. 

Mr. Dixon. But, Mr. Gray, the idea that you have no thinking of it 
does not keep you from having the right and the responsibility and 
the ability to change it if you want to. You have the right to do 
that if you want to under the existing law, do you not, sir? 

Mr. Gray. I think that is correct. 

Senator Kerauver. He has testified to that before. 

There is a statement on page 9 of the report of the Senate Insular 
Affairs Committee on May 15, 1957, that I will have printed in the 
record at this point, entitled “Hells Canyon Dam Will Pay for 
Itself.” 


(The document referred to is as follows :) 


C. HELLS CANYON DAM WILL Pay FoR ITSELF 


One of the most erroneous statements which can be made about a project such 
as this is that it will “cost the taxpayers of the United States” such-and-such 
an amount of money. In the long run Hells Canyon Dam will cost the taxpayers 
of the United States nothing, save the small amount of its total cost allocated to 
nonreimbursable functions such as navigation and flood control. In fact, it 
should prove a very profitable investment. The more than 85 percent allocated 
to power will be repaid within 50 years with interest, along with all costs of 
operation and maintenance, exactly as in the present Columbia River power 
system, where repayment is currently over $77 million ahead of schedule. 

Mr. Earl Ostrander, Director of Administrative Management in the Bonneville 
Power Administration, testified in 1955, and his assistant, Mr. Joel Adamson, 
testified this year, that Hells Canyon power could be integrated into the Bon- 
neville system and repay all generating and transmission costs at the existing 
rate level without raising power rates in the system. Mr. Adamson further stated 
that the cost of repaying Idaho Power for its investment in the Brownlee project 
would require only a relatively small increment in these rates to be repaid with 
the rest of the project costs during the 50-year payout period. For instance, a 
payment of $15 million to the power company would require a charge of less than 
10 cents a kilowatt-year, or barely one one-hundredth of a mill per kilowatt- 
hour, in the present system and could very easily be absorbed in the existing 
rate structure without any increase in it. 

In short, with the exception of the less than 15 percent of its cost allocated 
to authorized nonreimbursable elements, Hells Canyon Dam and its transmission 
cost will be repaid with interest by the power users of the Pacific Northwest. 
The only assistance provided by the Federal Government is the temporary use 
of its credit. In addition to this is the fact that at the end of the payout period 
the dam will be fully paid for and will belong to the Government, as the repre- 
sentative of the people of the Nation who permitted the use of their credit to 
invest in it. All power revenues after that time, above the 10 percent or so 
required for operation and maintenance costs, will be income free and clear to 
the Government, amounting to millions of dollars each year, which can be used 
for assistance to reclamation projects, to reduce taxes, or for any other purpose 
the Congress may authorize. 

In addition to this repayment of investment with interest and the eventual 
extensive profits to the Government, Hells Canyon Dam will provide considerabie 
additional income in the form of increased taxes from the Pacific Northwest, 
exactly as have Grand Coulee, Bonneville, and the other great Columbia River 
dams in the past. As wealth-creating investments, projects of this type are 
unsurpassed, bringing into being new private industries and creating thousands 
of new jobs for our booming population, all of which pay income taxes and lessen 
the load on other sections of the country. 
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Senator Kerauver. The chart prepared by the Idaho Power Co. 
will be put in the record. 

(The document referred to faces this page.) 

Senator Kerauver. Mr. Chumbris, is there anything you want to 
put in the record ? 

Mr. Cuumenris. No, sir. 

Senator Keravuver. Mr. Bolton-Smith ? 

Mr. Botron-Smiru. I have no questions. 

Senator Krerauver. We will stand in recess at this time. It may 
be that after we have had the Department of the Interior people here 
and the Federal Power Commission in, there will be some other angles 
that we will want to take up with ODM, in which event we will be in 
touch with you, Mr. Gray. 

(Whereupon, at 5:45 p. m., a recess was taken to reconvene at 10 
a.m.,on Wednesday, May 29, 1957.) 





94133 O -57 -pt.1 (Face p. 298) 


UTAH POWER & 
L/IGHT-GADSBY 
N23 CONTRACT 
(SHOWN AS YELLOW = 
ON we DISPLAY } = 


WL 
LEE 
ayy Me 
TOL Le 
LOA 


VET, fh fpf, ASS ZA, rg 


ALLL, CLLL 
SS - ria Ln ge 





FEE 1300 
fr 

ccc 1200 
| PeEEEA i099 © 
Lite ee oe e m 
i to eee peeeey Bt 4 pty y 1000 > 
ee ~ 

900 
soo = 
- 
700 A 
PEAK DEFICIENCY coo 
(SHOWN AS RED ON HEARING DISPLAY) = 
500 I> 
—|{ 
400 4 
ws 

A 200 

200 

d 100 

0 


Me LAL 2 : ar 
| 1962 1964 1965 a 








RAPID AMORTIZATION IN REGULATED INDUSTRIES 


WEDNESDAY, MAY 29, 1957 


Unrrep States SENATE, 
SUBCOMMITTEE ON ANTITRUST AND MONOPOLY, 
OF THE COMMITTEE ON THE J UDICIARY, 
Washington, D.C. 

The subcommittee met, pursuant to recess, at 10:40 a. m., in room 
494, Senate Office Building, Senator Estes Kefauver presiding. 

Present: Senators Kefauver (chairman), O’Mahoney, Wiley, and 
Dirksen. 

Also present: Senators Carroll and Watkins; Paul Rand Dixon, 
counsel and staff director; Dr. John M. Blair, chief economist; Car- 
lile Bolton-Smith, counsel to Senator Wiley ; Peter Chumbris, counsel 
for the minority; Jerry O’Callaghan, legislative assistant to Senator 
O'Mahoney ; ne Arnold, administrative assistant to Senator 
Wiley; Ray Cole, investigator ; ; Philip Layton and George Clifford, 
attorneys; and Dr. E. Wayles Browne, Jr., economist. 

Senator Keravuver. The committee will come to order. 

Off the record. 

(Discussion off the record.) 

Senator Keravuver. Before we start with Mr. Seaton, a report and 
a letter have been received, which I think should be included with 
other documents in the record. This is particularly for Mr. Seaton’s 
attention, since he may want to testify in connection with them during 
his testimony. 

First of all, let me again read from a memo which was placed in 
the record when a Gray was testifying. The first item relates to a 
speech by Mr. Roach, president of Idaho Power, before the New 
York Society of "Sec urity Analysts. All of this information bears 
on the completion date of the Oxbow project of the Idaho Power Co. 
This statement quotes a Journal of Commerce article on remarks Mr. 
Roach made in his speech, saying that present plans call for Oxbow 
to be finished in 1961. 

The second item was from the testimony of Mr. R. P. Parry, attor- 
ney for Idaho Power Co., before the Interior Committee, March 7, 
1956, in which he listed the completion date of Oxbow as August 1961. 

And, third, was a pamphlet entitled “The 1956 Advance Program” 
of the Bonneville Power Administration, put out by the Department 
of Interior, in which are listed Oxbow service dates of April 1961; 
May 1961; July 1961; August 1961. Those, I take it, are the dates in 
which various generators would come on the line. 

(The document above referred to is as follows :) 

1. Statement by T. EB. Roach before the New York Society of Security Ana- 
lysts.—The Journal of Commerce, May 16, 1957, contains an article stating that 
Mr. T. E. Roach delivered a talk, presumably on May 15, 1957, before the New 
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York Society of Security Analysts in which, among other things, he was quoted 
as saying that: “While the first of the three low dams on the Snake River, namely, 
the one at Brownlee, will be completed in 1958, present plans call for Oxbow to 
be finished in 1961 * * *.” 

2. Statement of R. P. Parry, attorney for Idaho Power Co., before Senate 
Interior Committee, March 7, 1956.—In testimony in March of this year before 
the Senate Interior Committee, Mr. R. P. Parry, attorney for Idaho Power Co., 
put into the record a table, appearing on page 259, which lists the scheduled 
a resources used in that general area. There appears the following infor- 
mation: 


| 
| Scheduled ad- | Date of 
ditional name- | completion 


Sponsor 
| plate kilowatts 
| 





Idaho Power Co-- 360, 400 | December 1958. 
iiteteteeneecs 190,000 | August 1961. 


8. 1956 Advance Program of Bonneville Power Administration.—The Bonne- 
ville Power Administration of the United States Department of the Interior 
issued a report entitled “1956 Advance Program.” The report is a general survey 
of the power supply and demand situation in that area. Appendix table 5 of 
that report is entitled “Generator Installation Schedule Northwest Utilities 
Other Than United States Columbia River Power System, August 1, 1956.” 
The information while less current than that cited above is in more detail in that 
it breaks down the expansion projects by date of generator installation. As 
will be noted from the relevant sections of the table, cited below, the earliest 
date at which any of the four generators at Oxbow is to be installed in April 1961. 


Generator installation schedule, Northwest utilities other than United States 
Columbia River power system, Aug. 1, 1956 


Stream and unit Nameplate 


i April 1958. 

do : April 1961, 

Snake River No. 2____ , ay 1961. 

Snake River No. 3-_ -- July 1961. 
Snake River No. 4-__- ‘ August 1961, 


Senator Keravuver. Now, to the new material. Today I received a 
report from the Federal Power Commission, prepared by Mr. Robert 
Hall, engineer, and Mr. Wilfrid A. Froggatt, engineer-in-charge, 
licensed projects work, giving the results of their on-the-ground in- 
spection of the work done in the month of March 1957, which I will 
order to be printed in the record. 

As to Oxbow, it says that work was limited to preliminary opera- 
tions, mainly building of roads, work on existing tunnels, removal of 
obsolete power development, and foundation investigation. The re- 
location section of the Brownlee-Oxbow Road was estimated to be 
Perna complete at the end of the month. 

he cost to date of the Oxbow project was estimated by the engi- 
neers at $1,867,000. 

Mr. Kuykendall is coming up on Friday, and I asked the staff 
to see if any of the engineers who have actually seen the work can 
be ready and available. 

(The material from the Federal Power Commission, above referred 
to, is as follows:) 
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FEDERAL POWER COMMISSION, SAN FRANCISCO RE- 
GIONAL OFFICE 


Browntee Prosgecr No. 1971, Ipano Power Co., Licensre Con- 
strucTION Reporr No. 16 ror THE Montu or Marcu 1957 


This report covers the construction progress on the Brownlee de- 
velopment, located on the Snake River, Idaho. An inspection of the 
project works was made on March 27, 1957, by Mr. Wilfrid A. Frog- 
gatt. Field-inspection report dated April 4, 1957, copies of which 
were transmitted to the Chief, Bureau of Power, supplements data 
given in this report. 

Attached to this report are bar charts for Oxbow Dam and for 
Brownlee Dam for the period ending March 31, 1957, statements of 
project costs, and 18 representative photographs. 


GENERAL STATEMENT OF PROGRESS 
* * - * 


Brownlee 


Snake River floodwaters subsided rapidly from the peak of over 
65,000 cubic feet per second in February to less than 30,000 cubic feet 
per second during the latter part of March. Weather conditions 
throughout the month were generally good, although normal spring 
rains hampered operations slightly. During the first week, high 
excavation and other operations, except core fill, continued as in 
February. 

Penstock tunnel drilling began during the second week. Headings 
were started for all four tunnels from the lower ends. The cat- 
mounted drill jumbo, carrying 10 drifters on 3 levels, proved very 
satisfactory. An electric Williams mucker is being used at present in 
combination with a dozer which has a rock rake on the rear. By the 
end of March, a total of 405 lineal feet had been driven, with a daily 
average for 3 shifts of 35 feet. 

Excavation for the intake channel resumed this month. Some 
67,000 cubic yards of rock were removed. Part of this was used in 
construction of a haul road from intake to a river-level dumping 
point for random rock. Excavation in the upper spillway totaled 
69,000 cubic yards of rock for the month. Most of this material was 
used in fills for access and haul roads on the Oregon abutment. Pow- 
erhouse excavation continued at a reduced rate, due to tunnel opera- 
tions in that area. Rock haul to the main dam included 78,000 cubic 
yards from the powerhouse and 9,000 from the tunnels. 


Oxbow 


Work was limited to preliminary operations; mainly, building of 
roads, work on existing tunnels, removal of obsolete power develop- 
ment, and foundation investigation. 

The relocation section of the Brownlee-Oxbow Road was estimated 
to be 60 percent complete at the end of the month. 

Manual labor.—The contractor’s report for the month of February 
shows there were on the payroll an average of 538 men for the Brown- 
lee project and 98 men for the Oxbow project during the month. 
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Project costs —The total costs for the month of March and the total 
to date are: 


|Costs for March! Costs to date 


$1, 608, 004.99 | $15, 887, 663. 56 
107, 430. 76 1, 867, 217. 14 











The summaries, as well as a breakdown of these costs by FPC account num- 
bers, are attached. 

Licensee has been including a copy of the concrete, soil, and aggregate tests 
made with their monthly construction reports. The tests indicate that the fill 
and concrete are according to the specification. 

The project is on or ahead of schedule and the flood did not affect the con- 
struction schedule. There have been no changes in plans reported during the 
month. During the engineer in charge, Licensed Projects Section, field inspec- 
tion, he instructed licensee’s representatives to file revised exhibits for the 
Brownlee project. 

This report was prepared from data obtained from licensee. 

Reviewed and compiled. 

Rosert W. HALL, 
Engineer. 
Witrrip A. FROGGATT, 
Engineer in Charge, Licensed Projects Work. 


Senator Kerauver. Now, I have a letter of May 21, 1957, from Mr. 
Roach, in which he presents his statement of the work done on the 
ae projects, which I will put in the record. This is for May 
1957. 

It says that Oxbow preconstruction work has been completed, in- 
cluding operators’ village and gravel processing plant for use in con- 
structing all three dams. Initial construction work is under way. 

It states that Oxbow, 205 feet high, will nearly double the height 
of Bonneville Dam on the C olumbia, and will be some 20 feet higher 
than Niagara Falls. 

This will be put in the record. 

(The document referred to, and accompanying letter of May 21, 
1957, from the Idaho Power Co., are as follows :) 


IpAHO Power Co., 


Boise, Idaho, May 21, 1957. 
Hon. Estes KEFAUVER, 


Inited States Senate, 
Senate Office Building, Washington, D. C. 

DEAR SENATOR KEFAUVER: So that you may have before you current informa- 
tion regarding the hydroelectric construction program being carried rapidly 
forward by our company in conformity with Federal Power Commission License 
Order No. 283 of August 4, 1955, I am enclosing a news story of progress from 
the Weiser American of May 13, 1957. 

Enclosed also is a single sheet summary of the essential facts relating to these 
projects, which I hope may be of use to you. 

Cordially, 


T. E. Roacn. 
Hetits Canyon Summary, May 1957 


BACKGROUND 


The Supreme Court of the United States, on April 1, 1957, denied 
a petition to review the Idaho Power Co.’s FPC license for its 3-dam 
Snake River development. The United States court of appeals had 


a adem 
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previously affirmed and upheld the company’s license under the Fed- 
eral Power Act. 

Following a year-long hearing—the most comprehensive ever held 
on a hydroelectric project—the Federal Power Commission, on Au- 
gust 4, 1955, issued a license to Idaho Power Co. to build the Brown- 
ee, Oxbow, and Hells Canyon Dams on the Snake River. 

After prior approval by Army engineers, FPC in November 1955, 
ap evel: project plans for the Brownlee and Oxbow developments, 
and construction at Brownlee started immediately. 

The FPC found, on all the evidence submitted (nearly 20,000 
pages of testimony and over 400 exhibits), that the company’s 3- dam 
plan (not the proposed single Federal dam) is the best plan for com- 
prehensive river development. 


In July 1956, Congress (for the third time) rejected the Federal 
Hells Canyon Dam. 


PROJECT CONSTRUCTION 


May 1, 1957—$24 million of construction work has been completed, 
and $24,400,000 of plant equipment (for both Brownlee and Oxbow) 
is being manufactured under firm contracts. 

Brownlee, with 360,000 kilowatts of power that is badly needed in 
Idaho and throughout the Northwest, will be “on the line” in 1958. 

At Oxbow (151,000 kilowatts), preconstruction work has been com- 
pleted, including operators village, and gravel processing plant for 
use in constructing all 3 dams. Initial construction work 1s under- 
wa 

Over 1,000 men are now employed. During the balance of 1957, 
$22 million will be expended for project construction, and $10 million 
for transmission lines and related facilities, 


SIZE OF DAMS 


Oxbow, 205 feet high, will nearly double the height of Bonneville 
Dam on the Columbia, and will be some 20 feet higher than Niagara 
Falls. The company’s Hells Canyon Dam, 320 feet high, will be 
nearly twice the height of Niagara Falls. 

Brownlee, 395 feet high—107 feet higher than the Capitol dome 
in Washington, D, C.—will be among the 15 largest dams in the 
United States, and the second highest rockfill dam in the world. 

The 3-dam project licensed by FPC will develop the full 602 feet 
of head in the Hells Canyon reach of the Snake River, the same as 
the proposed Federal Hells Canyon Dam. 


FPC project. comparison 








FPC-licensed 3-dam plan Proposed Federal Hells 
Canyon Dam 
Estimated cost.__._........__....__.._._.__.}] $133,000,000 (company esti- | $399,000,000 (USBR and 
mote). § $175,766,000 (FPC FPC estimates). 
estima 
Usable storage capacity ........._......__- _.| 1,017,400 pee -feet, can be | 3,880,000 acre-feet, cannot be 
filled every year. be filled in low-water years. 
Installed Camncity.< coos 2sec cent ece ssi 783,400 kilowatts. ....._.....| 800,000 kilowatts. 
Dependable power capacity. == pebwipeinkapie(bame st a ere en 785,000 kilowatts. 
Ultimate capacity epee Ae gs 1,175,000 kilowatts____ 900,000 kilowatts. 
Annual tax pay ments. _..--..----......}] $10,000,000 per year; $6,000,000 |} None. 


to United States; $4,000,000 
to States. 


= atest — 
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FPC FINDINGS 


The ratio of power benefits to power costs is greater for the 3-dam plan than 
for the Federal dam. ‘The power features of the Federal dam (in spite of a 
quarter billion dollars excess cost) “have no clear economic advantage over those 
of the three-dam plan.” 

Flood control, navigation, and recreation purposes can “be effectuated to 
about the same extent under either plan of development.” The Brownlee Dam 
will provide over 1 million acre-feet of flood-control storage (alone sufficient to 
control the major 1948 flood), and is “consistent with the Army’s present plans 
to control floods on the lower Columbia River.” 

The FPC license guarantees protection of State water rights, both present and 
future. Water requirements for the FPC-licensed project will not interfere 
with upstream irrigation. 

“The applicant’s three-dam proposal is best adapted to a comprehensive plan 
of development as required by section 10 (a) of the Federal Power Act.” 

“It is our judgment that the United States itself should not undertake the 
development of the water resources of the Hells Canyon reach of the Snake 
River.” 


Senator Kreravuver. This is a letter from Mr. Gray to me, as chair- 
man of the committee, in which he says—and this will be printed as 

art of the record—that after the issue came up at Monday’s hearing, 
1e sent Mr. Roach a telegram asking him the status of the matter, 
and that Mr. Roach, the president of Idaho Power Co., wired him 
back that they are proceeding with construction and it is their intention 
to complete both Oxbow and Brownlee by December 31, 1958. 

Senator Dirksen. Mr. Chairman, let me suggest that the Gray 
letter, in its entirety, be read into the record, for the benefit of 
everybody—— 

Senator Kerauver. I have no objection to that. 

Senator Dirksen (continuing). Since a considerable point was 
made at that time. 

Senator Kerauver. Very well. I will ask counsel to read it. 

Mr. Drxon. This is addressed to Senator Kefauver, dated May 28, 
1957 : 


Dear Senator Keravuver: You will recall that in the course of my appear- 
ance before your subcommittee on May 27, you asked me if I were familiar with 
testimony by an attorney for the Idaho Power Co. at a Senate subcommittee 
hearing in March which cast doubt upon the intentiaon of the Idaho Power Co. 
to carry forward construction of the Oxbow Dam on a schedule which met the 
requirements of the tax amortization certificate; namely, completion by Decem- 
ber 31, 1958. You also inquired whether I had seen a news report which pur- 
ported to quote the president of the Idaho Power Co. as saying that construction 
of the Oxbow Dam would not be completed until 1961. I replied to you that 
I was not familiar with either of these reports. 

Upon return to my office at the conclusion of the hearing I dispatched a 
telegram to Mr. T. E. Roach, president of the Idaho Power Co. reading as follows : 


“May 27, 1957. 
“Mr. T. BE. RoAcw, 
“President, Idaho Power Co., 
“1220 Idaho Street, Boise, Idaho. 


“T am informed testimony of attorney for Idaho Power Co. before a congres- 
sional committee in March indicated that Oxbow capacity would not be avail- 
able by December 31, 1958. I was also confronted today with newspaper clipping 
reporting public statement by you in New York in early May indicating that 
Oxbow would not be in operaton until some time in 1961. These statements 
appear not to be consistent with the statements made to the Government by 
your vice president, Inman and Kimball. This is a matter of extreme importance 
and I would appreciate word from you by wire, with amplification if necessary 
by following letter, whether Idaho Power has the present intention and the 





RAPID AMORTIZATION IN REGULATED INDUSTRIES 305 


clear capacity to meet the requirements as to time imposed in connection with 
the granting of accelerated amortization certificate. 


“(Signed) Gorpon Gray.” 


This afternoon I received a telegram reading as follows: 
“Twin FAaLys, IpAHo, May 28, 1957. 
“‘Hon. GORDON GRAY, 
“Director, Office of Defense Mobilization, 
“Ezecutive Office Building: 

“Referring to telegram regarding our Oxbow project which just reached me 
here, I desire to advise you emphatically that we plan to push construction 
as rapidly as possible and have Oxbow plan completed by December 31, 1958, 
as specified in ODM certification. Equipment for plant is now being manu- 
factured under firm contracts with delivery dated so scheduled as to insure 
plants being in service by that date. We have completed operators’ village, 
school, gravel processing plant, access roads, plugging of former railroad tunnel 
through the river bow in reservoir area, and are currently preparing existing 
power tunel for river diversion as soon as spring river runoff permits. 

“Statement by R. P. Parry, attorney, before Senate subcommittee hearing 
in March did not relate to our present construction program, but related solely 
to a chart showing power surpluses and deficiencies, which would exist if con- 
struction of all three licensed plants were carried forward on a schedule con- 
forming with terms of our FPC license which provided for Oxbow completion 
not later than 1961. 

“Have not seen newspaper article to which you refer but contrary to inference 
in that article my reported statement in New York was made in answer to a 
direct question concerning specific FPC license requirements as to construction 
schedule and did not relate to company’s present. construction intentions or 
current construction activities. Our firm plans are to have both Brownlee and 
Oxbow on the line by the end of 1958. 

“As evidence of our continuing intentions and good faith, I direct your atten- 
tion to the aggressive construction program carried on continuously since No- 
vember 1955 on these projects in spite of legal uncertainties as to our license 
status which were resolved only yesterday by the United States Supreme Court’s 
final denial of petition for rehearing. 

“(Signed) T. E. Roacu, 
“President, Idaho Power Co.” 


I respectfully request that you incorporate this letter into the record of the 

hearings. 
Sincerely yours, 
Gorpon Gray, Director. 

Senator Keravuver. It has now been read, and the issue, I might say, 
relates to page 13 of Mr. Gray’s testimony, in which he set up the 
so-called criteria, Criterion B being that the applicant must comply 
with the provision of the goal that the added capacity to deliver power 
will be available by December 31, 1958, or the certificate will be in- 
valid. 

The question is whether the dams will be completed and on the line 
by December 31, 1958, or the certificate will be invalid, or, if there is 
evidence that that is not going to be the case, whether the certificate 
would be canceled. 

Senator Witry. You say that is the issue, Mr. Chairman ? 

Senator Krerauver. I say that was the issue that was presented on 
Monday. That is not the sole issue before this committee, of course. 

Senator Wirey. O. K. 

Senator Dirksen. May I elaborate? 

Senator Wiley, on the certificate itself that is issued for fast amor- 
tization, there is a clear-cut provision that it is contingent upon the 
completion of the construction on a given date; namely, 1958. 
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Now, that question arose when Gordon Gray was before the com- 
mittee because of an article that appeared in the Journal of Commerce, 
stating that Oxbow would not be completed until 1961. If it were not 
completed, obviously, with this specific condition in the certificate, 
there could be no writeoff with respect to that particular project. 

So, when the question arose, and here was a conflict of testimony, I 
felt that it ought to be resolved by the president of the company, who 
allegedly made that statement in New York. But in this telegram 
he says emphatically that they expect, and it is their present intention, 
to complete Oxbow, along with Brownlee, in 1958, and comply with 
the criteria. 

. Senator Keravuver. It is also pertinent in connection with testimony 
we have had as to whether, if it is not completed, Mr. Gray can extend 
the time or whether he would extend the time in which he said he had 
the power to change the completion date, if certain circumstances 
arose, Also, it has to do, I felt, with certain notes that were made by 
Mr. Wyckoff in talking to Mr. Gray with reference to conferences he 
had had at the White House, that the criteria could be changed, which 
Mr. Wyckoff wrote on page 4 of a mimeographed staff memo. 

Senator O’Manoney. Mr. Chairman, may I make a statement off 
the record ? 

Senator Kreravver. Yes. 

(Discussion off the record.) 


STATEMENT OF HON. FRED A. SEATON, SECRETARY OF THE 
INTERIOR; ACCOMPANIED BY FRED G. AANDAHL, ASSISTANT 
SECRETARY FOR WATER AND POWER DEVELOPMENT, DEPART- 
MENT OF THE INTERIOR; ELMER BENNETT, SOLICITOR, DEPART- 
MENT OF THE INTERIOR; GEORGE ENGLISH, COORDINATOR OF 
DEFENSE ELECTRIC POWER SUPPLY, OFFICE OF ASSISTANT 
SECRETARY FOR WATER AND POWER DEVELOPMENT, DEPART- 
MENT OF THE INTERIOR; AND E. D. FRYE, SPECIAL ASSISTANT 
TO THE UNDER SECRETARY OF THE INTERIOR 


Senator Kerauver. Mr. Seaton, we are delighted to have you with 
us. When did you become the Secretary of the Interior / 

Secretary Seaton. Well, the exact date escapes me at the moment. 

Senator O’Manonry. Wasn’t that a red-letter day ? 

Secretary Seaton. It depends on your definition, Senator 
O’ Mahoney. 

The latter part of May, as I remember it. 

Senator Kerauver. Of course, we know your long and useful experi- 
ence in other executive departments and in the United States Senate 
before becoming Secretary of the Interior. You succeeded Mr. 
McKay ? 

Secretary Seaton. Yes, sir. 

Senator Kerauver. Very well, Mr. Seaton. 

Will you proceed? Sothat the press can file stories based upon your 
statement, we will let you finish your brief statement before the com- 
mittee members ask questions. 

Secretary Seaton. Thank you very much. 
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Mr. Chairman and members of the committee, I appreciate the op- 
portunity of appearing before this subcommittee in order to be of 
such assistance as I can in connection with the subcommittee’s study 
of certain tax-amortization certificates granted to the Idaho Power 
Co. by the Office of Defense Mobilization. 

After a number of informal private conferences with Dr. Flem- 
ming, former Director of the Office of Defense Mobilization, I was 
requested by him on March 8, 1957, to comment on his proposed grant- 
ing of these accelerated tax-amortization certificates. 

I had grave misgivings concerning the granting of these certificates, 

In the first place, there was the fact that the Federal Power Com- 
mission in its own findings concerning licenses to the Idaho Power 
Co. for the construction of Brownlee and Oxbow had stressed that the 
proposed development of the Snake River by that company was to be 
accomplished without any cost to the United States. 

In the second place, it appeared to me that the record before the 
Federal Power Covniinian established clearly that the certificates 
were not necessary to the construction of Brownlee and Oxbow. In 
fact, it seems to me that the company did not expect tax certificates 
in making its plans for development of these units. 

In the third place, it seemed to me that the record was established 
before the Federal Power Commission that these projects were not 
to be constructed for the purpose of building excess capacity but 
rather were designed to meet the ordinary load requirements of the 
company’s system. 

As a result of these considerations I sent my letter of March 11, 
1957, to Dr. Flemming recommending that he deny issuance of tax 
certificates to this company. 

The records of our Department, that is, the Department of the 
Interior, appear to establish that the criteria under which the Idaho 
Power applications were reviewed are the same criteria established in 
1952. 

Under those criteria I have been assured by members of our depart- 
mental staff who are present with me today that the applications of the 
company met the requirements established by the Office of Defense 
Mobilization. 

I am advised that under those criteria it is not necessary for an 
applicant to establish financial need in order to be eligible for a tax 
amortization certificate. 

I am also informed that the findings of the Federal Power Com- 
mission in the granting of licenses under the Federal Power Act are 
not material to eligibility for such certificates. 

I have also been advised, subsequent to my letter of March 11, that 
the company has submitted data to the Office of Defense Mobiliza- 
tion which would establish that excess capacity would be constructed 
within the limitations of the applicable regulations and criteria ap- 
plicable in previous cases of this kind. 

My letter of March 11 was intended as an appeal to the Director 
of the Office of Defense Mobilization to exercise the discretion vested 
in him to deny these certificates on grounds which lie outside of the 
established regulations and criteria which have been applied in pre- 
vious cases. 





| 
i} 
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I recognize full well that the Director of the Office of Defense 
Mobilization has authority to act in these matters without my concur- 
rence. I also recognize that in the face of precedents reaching back 
over two administrations he might be most reluctant to deny such cer- 
tificates on grounds which lie outside of the established regulations 
and criteria. Therefore, I have no criticism to offer of the Director. 
He exercised his best judgment as it appeared to him under authority 
vested in him. 

Nevertheless, I reiterate that I did recommend against issuance of 
the certificates and would doso again. In my opinion, such certificates 
should not be granted without a showing of financial need. Nor do I 
believe that such a certificate should granted where a Federal 
Power Commission license has been predicated on the lack of cost to the 
United States. On these grounds I would recommend against the 
issuance of certificates to any similar project on which I am called 
to comment. 

I should add in closing my prepared statement, however, that I am 
informed the cost to the United States of these certificates has been 
exaggerated. 

As I pointed out in my letter of March 11, the cost to the Govern- 
ment resulting from the issuance of these tax amortization certificates 
is the difference between the interest the Government pays on money 
borrowed as a result of reduced tax receipts during the 5-year amor- 
tization period and the interest saved on the larger tax payments 
received by the Government beginning with the sixth year of the 
amortization period. The best information I can get on this subject 
indicates that this figure would be about $17 million. It should be 
noted that this is the cumulative cost to the end of the 50-year period. 

I shall be pleased to cooperate with the committee and endeavor 
to answer any questions you may have. There are present today the 
appropriate staff members of the Department to assist in this regard, 
as you requested. 

enator Kerauver. Mr. Seaton, thank you very much for your 
statement. 

First, I want to congratulate you upon the consideration you have 
given this matter, and the expressions in your letter of March 11, 
which I believe was the first time that you had an opportunity of 
expressing your judgment about it. Is that correct? 

Secretary Seaton. That is right, sir. 

Senator Kerauver. The previous expressions had been by your 
predecessor, Mr. McKay, as Secretary of the Interior. 

Is that correct? 

Secretary Seaton. Well, Senator, I believe the communications 
to the Office of Defense Mobilization were signed by Assistant Secre- 
tary Aandah]. What there may have been with Mr. McKay, I don’t 
know. I have no knowledge of that. 

Senator Kerauver. By Mr. McKay or someone under his authority ? 
, Secretary Szaton. Mr. Aandahl is here today, too, Senator Ke- 

auver. 

Senator Kerauver. Mr. Aandahl is here today ? 

Secretary Szaton. Yes, sir. 

Senator Kerauver. Why doesn’t he come around? We may want 
to ask him some questions. 
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Now, Mr. Seaton, would you give, for the benefit of the committee, 
the actual date when these certificates were aplied for, that is, the 
dates of the various actions on them, insofar as the Department of 
Interior is concerned. 

Secretary Seaton. Senator Kefauver, since all of that was handled 
prior to my going to the Department of Interior, I would like your 
permission to ask Secretary Aandah] to answer those questions. 

Senator Keravver. I think that should be established at the be- 
ginning. So, if you can very briefly recite the dates, Mr. Aandahl. 

Mr. AanpAut. The application for Oxbow was received in In- 
terior in 1954. 

Senator Kerauver. What date? 

Mr. Aanpani. August 7, 1954. 

Senator Kerauver. All right, sir. 

Mr. Aanpant. An siitindlald application was received on Febru- 
ary 1, 1954. 

Senator Kerauver. February 1, 1954, or 1955? 

Mr. Aanpaut. No. That would be 1955. 

There is confusion in the dates on the memorandum that I have 
here. 

Mr. Chairman, may I make a further correction ? 

The first date is August 7, 1953, and the second date is February 4, 
1954. 

Senator Keravuver. All right, sir. 

Mr. Aanpanu. They were incorrectly noted on the memorandum 
that I have, and I have the correction from the staff. 

The application for Brownlee was received on August 24, 1953, and 
an amended application was received on February 2, 1954. 

Senator Kerauver. Give the dates of the action by the Interior De- 
partment on the > = gsr 

Mr. Aanpanu. The recommendation to ODM was signed October 25, 
1955, and the same date for the Brownlee project. 

Senator Kerauver. Do you have the full letter of recommendation ? 
Part of it has been put in the record. 

Mr. Aanpant, I have here the transmittal letter dated October 25, 
1955, addressed to Mr. Wyckoff of the Office of Defense Mobilization 
and signed by George English, who is the Defense Power Supply Co- 
ordinator in the Department of the Interior. 

Senator Kerauver. Let that be printed in the record. 

(The letter referred to is as follows :) 


DEPARTMENT OF THE INTERIOR, 
OFFICE OF THE SECRETARY, 
Washington, D. C., October 25, 1955. 
Mr. J. B. WYCKOFF, 
Finance Division, Production Area, 
Office of Defense Mobilization, 
Washington, D.C. 
Dear Mr. WYCKOFF: We enclose herewith reports and recommendations in 
connection with the following applications for necessity certificates : 
TA-26407—Idaho Power Co. 
TA-26500—Idaho Power Co. 
Will you please acknowledge receipt of these reports by signing and returning 
the attached copy of this letter. 
Sincerely yours, 
GrorGcE H. ENGLISH, 
Defense Power Supply Coordinator, 
Office of Assistant Secretary for Water and Power. 
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Senator Kerauver. But isn’t there a longer memorandum of expla- 
nation ¢ 

Mr. Aanpant. Yes. There is a form upon which the analysis of 
the application is made. 


_ Senator Kerauver. If you will supply that, we will have it printed 
in the record also. 


Mr. Aanpauw. I have here the office copy, and we would be glad to 
let you have it, but we would like to have this copy returned. It is 
our Office copy. 


Senator Kerauver. We will have it returned to you. I will direct 
the staff to see that it gets back to you. 
Now, is this on Oxbow or is this on Brownlee? 


Mr. Aanpau. The other I gave you is Brownlee, and this is the 
Oxbow project. 


Senator Kerauver. Do you want that returned? 

Mr. Aanpaut. Yes, please. 

Senator Kerauver. Let them both be printed in the record. We 
will see that they are returned to you. 

(The documents referred to are as follows :) 


DEPARTMENT OF THE INTERIOR, 
DEFENSE ELECTRIC POWER ADMINISTRATION, 
Washington, D. C., October 25, 1955. 
To: Administrator, Defense Production Administration. 
From: Administrator, Defense Electric Power Administration. 
Subject: Report and recommendation on application for necessity certificate 
under section 124A of the Internal Revenue Code. 
DPA File No.: TA-26407. 
Date filed by applicant: February 1, 1954. 
Name and address of applicant: Idaho Power Co., 1220 Idaho Street, Boise, 
Idaho. 
Location or name of facilities: Oxbow Hydroelectric Power Development. 


Description of facilities and functions served * 
ost 
New hydroelectric project on the Snake River______-----___--_--- $35, 943, 730 


4 water wheels and generators rated at 37,750 KW each, with a total peak- 
ing capability of 173,600 KW. 

Reservoirs, dams, waterways, structures, step-up substation, associated 
equipment and housing for employees. 

10.75 miles 230-ky double-cireuit transmission line, Oxbow to Brownlee. 

52.65 miles 230-kv single-circuit transmission line, Brownlee to Baker. 

48.65 miles 230-kv single-circuit transmission line, Baker to La Grande. 

109.4 miles 230-kv single-circuit transmission line, Brownlee to Boise. 

60.65 miles 230-kv single-circuit transmission line, Brownlee to Ontario. 

Terminal facilities at Brownlee, Boise, Baker, Ontario, Oxbow, and La 
Grande. 

4 66,667-kv-a, 230/138-kv transformers at Boise. 

4 33,333-kv-a, 230/138-kv transformers at Baker. 

4 66,667-kv-a, 230/138-kv transformers at Ontario. 


Construction schedule 


Start: November 1955. 

In service: December 1957. 

The following criteria are either met by or found inapplicable to this applica- 
tion, unless specifically noted otherwise: Necessity of all facilities described 
from aspect of national defense; absence or unsuitability of idle facilities; pos- 
sibility of purchase from others; military security; availability of manpower, 
housing, community facilities, transportation, and other elements of production ; 
and competence of applicant. Unless indicated otherwise, no Government 
financing is involved and no acquired facilities or replacements are sought to be 
certified. Where land is sought to be certified, it is excluded as a matter of 
DPA administrative policy. 
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Economic usefulness of facilities after 5 years 


The facilities as to nature and location are expected to be of continuing 
future usefulness in applicant’s power system. The abnormal economic risks 
and burdens involved in making the installation and investment at this time are 
in general similar to those faced by other power systems which are undertaking 
accelerated expansion under defense emergency conditions. 


Specific comments on this application 

Exclusion of original cost of O. C. B. at Ontario substation, $11,600, is 
recommended. 

See memorandum attached. 


RECOM MENDATIONS 


Recommended percentage: 60 percent. 
Examiners: 
Gro. H. ENGLISH, 
Defense Power Supply Coordinator. 
Frep G. AANDAHL, 
Assistant Secretary, Water and Power. 


The Oxbow and Brownlee hydro projects of the Idaho Power Co. will con- 
tribute to the power supply shortage in the Pacific Northwest. Reserves in the 
west group are materially lower than what is considered adequate. Under ad- 
verse water conditions there are no reserves and the dropping of interruptible 
londs becomes necessary to meet firm load commitments. 

The minimum streamflow of the Columbia and Snake Rivers occur at different 
times during the year. The reserve water storage at Brownlee and the 230 
kv. transmission facilities integrating Oxbow with the west group can make a 
substantial contribution to overcome the indicated deficits in the west group by 
both direct transfer of power and downstream use of storage water from the 
Brownlee project. 

The Idaho Power Co., has been purchasing capacity from the Utah Power 
Co. The Utah Power Co., is compelled to withdraw this capacity to Idaho 
in order to meet their own power requirements. 

The normal load growth and the new power requirements of the Atomic 
Energy Commission along with the loss of purchased capacity from the Utah 
Power Co. makes it essential for Idaho Power Co. to add new generation to their 
system. This will, in effect, add materially to the capacity needed to meet the 
requirements of the present defense industries and any new defense loads that 
might be located in the Pacific Northwest. 


Memorandum with respect to application for necessity certificate filed by Idaho 
Power Co., T'A—26407 


AMOUNT OF OVERDEVELOPMENT 




























End of— 
1949 | 1950 | 1951 | 1952 | 1953 
Capability as scheduled ____.___--- Mega- 222 | 272) 272) 357 | 357 607 
watts. 
Deduct, reserve allowance..-.. .....| Mega- 21 26 26 34 34 58 
watts. } | 
lla till iranian iccrcecrrt lianas \atnanteihte 
Net capability for load.............| Mega- | 201 | 246| 246 | 323| 323 414 | 549 
watts. | 
Normal peak loads at 8.96 percent | Mega- 189 | 206 | 224) 244 | 266 375 
growth from 1949. watts. | 
——_ |——_ |_—__ |__| —_ |-—__- ---——- —— 
Development over normal.._.----.- Mega- 12 40 | 22; 79) 57 33 174 
watts. | | 
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OVERDEVELOPMENT ALLOWANCE AT 8.96 PERCENT GROWTH 











Growth interval 1958 | 1959 1960 | 1961 | 1962 |Total 
iiensdhe b celhepeney dla a 
I iba ced el ee oo e ca cta) a Mega- 34 37 40 43 20 174 
watts. | 
a ee nonniwekumaliiadinekonet 1 = oe 4 5 alpen 
I ee. cn a lcec dl eebeend 34 172 poe 100 | 500 
| 


APPORTIONMENT OF OVERDEVELOPMENT ALLOWANCE 





Name- Capability Mega- Years 








plate _| watt credit 
years 
Gross Net 
a ee eee 151 151 145 349 2.4 
i Ai hE seen euicnbenbesanbicedecuce Tn ie aia 
Cee eee ene ee Re. ecclewecnccnes 500 a 


. oom .— 1939-49 load growth was 11.5 percent adjusted to long-term United States ratio 6.00/7.70 becomes 
percent. 


1957 
Percentage for certification: (percent) 
Base ade Ld SALEA, £512 Oo sede kids dbabinin aebbte mds selUsl ie cbssdecies 35 
Ove pooent I as ii inne 0 2 cara Chass Batted ea sbi 4b b Be eds cnn aredengs eso -e vr 
er einabanr an 59 
i eee eh cane een cakamamacimareseeresereaanes ee Seetetcede 60 


DEPARTMENT OF THE INTERIOR, 
DEFENSE ELEcTrIc PoweR ADMINISTRATION, 
Washington, D. C. October 25, 1955. 
To: Administrator, Defense Production Administration. 
From: Administrator, Defense Electric Power Administration. 
Subject: Report and recommendation on application for necessity certificate 
under section 124A of the Internal Revenue Code. 
DPA File No. : TA-26500. 
Date filed by applicant: February 1, 1954. 
—— and address of applicant: Idaho Power Co., 1220 Idaho Street, Boise. 
Idaho. 


Location or name of facilities: Brownlee Hydroelectric power development. 


Description of facilities and functions served 


Cost 
New hydroelectric project on the Snake River_........_-------- $67, 138, 240 


4 Waterwheels and generators rated at 90,100 kw. each, with a total peaking 
eapability of 414,400 kilowatts. 

Reservoirs, dams, waterways, structures, relocation of roads and railroad, 
preparation of site, step-up substation, associated equipment and housing 
for employees. 

109.4 miles double circuit 230 kv. transmission line, Brownlee to Boise, 
including terminal facilities at Brownlee and Boise, and 200,000 kv.-a. 
230/138 kv. transformers at Boise. 


Construction schedule 


Start: August 1955. 

In service: November 1958. 

The following criteria are either met by or found inapplicable to this appli- 
cation, unless specifically noted otherwise: Necessity of all facilities described 
from aspect of national defense; absence or unsuitability of idle facilities; pos- 
sibility of purchase from others; military security; availability of manpower, 
housing, community facilities, transportation, and other elements of produc- 
tion; and competence of applicant. Unless indicated otherwise, no Government 
financing is involved and no acquired facilities or replacements are sought to be 
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certified. Where land is sought to be certified, it is excluded as a matter of DPA 
administrative policy. 


Economic usefulness of facilities after 5 years 


The facilities as to nature and location are expected to be of continuing future 
usefulness in applicant’s power system. The abnormal economic risks and 
burdens involved in making the installation and investment at this time are in 
general similar to those faced by other power systems which are undertaking 
accelerated expansion under defense emergency conditions. 


Specific comments on this application 
See memorandum attached. 


RECOMMENDATIONS 


Recommended percentage: 65 percent. 
Beraminers. 
Gro. H. ENGLISH, 
Defense Power Supply Coordinator. 
Frep G. AANDAHL, 
Deputy Administrator, 
Assistant Secretary, Water and Power. 


The Oxbow and Brownlee hydro projects of the Idaho Power Co. will con- 
tribute to the power supply shortage in the Pacific Northwest. Reserves in the 
west group are materially lower than what is considered adequate. Under 
adverse water conditions there are no reserves and the dropping of interruptible 
loads becomes necessary to meet firm load commitments. 

The minimum streamflow of the Columbia and Snake Rivers occur at different 
times during the year. The reserve water storage at Brownlee and the 230 kv. 
transmission facilities integrating Oxbow with the west group can make a sub- 
stantial contribution to overcome the indicated deficits in the west group by 
both direct transfer of power and downstream use of storage water from the 
Brownlee project. 

The Idaho Power Co. has been purchasing capacity from the Utah Power Co. 
The Utah Power Co. is compelled to withdraw this capacity to Idaho in order 
to meet their own power requirements. 

The normal load growth and the new power requirements of the Atomic Energy 
Commission along with the loss of purchased capacity from the Utah Power Co. 
makes it essential for Idaho Power Co. to add new generation to their system. 
This will, in effect, add materially to the capacity needed to meet the require- 
ments of the present defense industries and any new defense loads that might 
be located in the Pacific Northwest. 


Memorandum with respect to application for necessity certificate filed by Idaho 
Power Co., TA-26500 


AMOUNT OF OVERDEVELOPMENT 





End of— 


1949 | 1950 | 1951 


Capability as scheduled __.megawatts..| 222 


Deduct reserve allowance-.__--_-_- ae 21 
Net capability for load. _...__.__- do___.| 201 
Normal peak load at 8.96 percent growth 

BU NS oc cienann ee megawatts._| 189 
Development over normal. --_-__.- do....| 12 





1 100-megawatt reduction in purchased power from Utah Power & Light Co. 


NoTE.—1939-49 load growth was 11.5 percent adjusted to long-term United States ratio 6.00/7.70 becomes 
8.96 percent. 
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OVERDEVELOPMENT ALLOWANCE AT 8.9% PERCENT GROWTH 





Growth interval 1959 1960 | 1961 | 1962 | 1963 | 1964 | rs | 10 | Total 



































Annual block - eae Te: 37 40 43 47 " 56 61 40 375 
Years ahead of normal_____________- : 1 2 3 4 6 7 watese 
Biemewatt years... 5 ssl lll 37 80 | 129] 188 255 336 | 427} 320] 1,772 
APPORTIONMENT OF OVERDEVELOPMENT ALLOWANCE 
is caiaseanintiedaecenrien ———+ Menthe hn tpeh ta bts tetenens 
Capability | Mega- | 
Name |__ watt | Yeurs 
plate | years | credit 
Gross Net | 
ictdiplen iii stipeptiiiascs aeadaae — _—-—— 
1958 project—T A-26500 aieh 360 360 | 345 1,035 3 
Earlier projects—T A's 26407, 5044 - A caiinindctrene be a ceeecntl as 
Unassign os ee sy idialinwneeaeehsiie aoe -~-|--------2-| 237 | eons 
Ca te eae eee a Swen 3 772 ; 
| 
Percentage for certification: 1958 (percent) 
Base percentage --_-. See ee. capes : 35 
Overdevelopment percentage _ - ba Shs ebod cones exe bees oel cecil bess. jut) 30 
ia tet: wetnten nace smhougnerbaradem er ae oa 65 


Total to use.......-..- Petes rit teeeb esuasceu chang eeeasioor Ecsta ku hews cccnese- te. satiated 65 

Senator Kreravver. What other actions do you have in connection 
with these ? 

Mr. Aanpanu. The other action is a letter that I sent, I believe, 
to Mr. Flemming—to Mr. Landry, under date of April 27, 1956. 

Senator Kerauver. Do you have a copy of that letter y ou can su p- 

ly? Is that the letter in which the petitions of Members of the 
Senate and the House were forwarded to you, and you wrote back in 
connection with it? 

Mr. Aanpauu. That is correcct. 

If questions should come up during the hearing relative to that 
letter, I would like to have it. That is the only copy I have here to 
look at it, but you may have the copy. 

Senator Krravver. All right. 

We will have that printed in the record, too. 

(The document referred to is as follows :) 


DEPARTMENT OF THE INTERIOR, 
OFFICE OF THE SECRETARY, 
Washington, D. C., April 27, 1956. 
Mr. George 8S. LANDRY, 
Assistant Director, 
Office of Defense Mobilization, Washington, D. C. 


DeaR Mr. LANDRY: Your letter of March 15, 1956, together with enclosures 
regarding the two applications of the Idaho Power Co. for certification under 
electric power goal 55 have been carefully reviewed. 

The applications of the Idaho Power Co. have been processed and evaluated 
identically as all other applications that have had our consideration. Under 
the latest expansion of the goal, utility generating stations are considered eli- 
gible if scheduled in apparent good faith for service before December 31, 1958. 

The so-called DEPA formula, still in use, was based upon two underlying 
agreements worked out between DEPA and the Office of Resources Expansion 
and approved by the Secretary of the Interior and Administrator of DPA, and 
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applies directly to generating stations and indirectly or partially to other proj- 
ects. The formula for 1953 and later installations have two components, a 
base percentage of 35 percent applicable to all eligible projects and an over- 
development percentage calculated at the rate of 10 percent for each year of 
computed overdevelopment above an estimated normal growth trend with a 
normal ceiling percentage of 65 percent. 

The applicant is required to furnish a report of system peak loads from 
1939 and capability from 1949. The formula, a usual standard procedure, has 
been based upon using the 10-year 1939-49 trend for applicant's system and 
adjusting this 10-year percentage trend to a long-term basis by multiplying it by 
the ratio of United States long-term trend (6.00/7.70) to United States 1989-49 
trend. (See attached example of the formula as applied to all generating 
projects.) The Idaho Power Co. submitted all necessary data in their appli- 
cations. 

It is apparent that the group comment is a continuation of the contest between 
those who want Federal development of the power site and those who would 
permit private enterprise development. It is certainly not a function of the 
Office of Defense Mobilization to participate in this contest nor is it a function of 
the Department of the Interior in its assistance to ODM in processing applica- 
tions for certificates of necessity to become a participant. To refuse to grant 
these certificates of necessity or to comment on many of the items in the group 
comment would be doing just that. 

We must take as our starting point the fact that the Federal Power Commission 
has granted a license for construction of the projects (prior to the recommenda- 
tions of the Department of the Interior to ODM) after determining that the 
projects would be a good and adequate development of the power site, and also 
the fact that the Idaho Power Co. now has construction well underway. 

As indicated above, the projects will add materially to the overall generating 
capacity of the area at an early date and help create generating reserves for 
defense emergencies. The applications for certification of the Oxbow and 
Brownlee projects should be treated just like applications from any other utility 
making similar above-normal additions to generating capacity. With the very 
appreciable interconnection of power systems nationwide, reserve capacity in any 
of our large power systems even though it may not be dedicated to a specific 
defense load will add to the total nationwide reserve capacity available in an 
emergency. 

The recommendation that the certificates be allowed is renewed. 

Sincerely yours, 
(Signed) Frep G. AANDAHL, 
Assistant Secretary of the Interior. 


Senator Kerauver. Then what other letters or actions have been 
taken in connection with it? 

Mr. Aanpauu. That is the only action that has gone out of my 
office. 

Senator Krravver. I am talking about Secretary Seaton’s office. 
Mr. Seaton’s letter of March 11 

Secretary Sraron. Senator Kefauver, I believe the copy of that 
letter was furnished the committee yesterday by the Department 
and also by Mr. Gray. 

Senator Kerauver. It was furnished to the committee the day 
before yesterday, about 1 o’clock, by the Department of Interior. 
Then, when the hearing started, the ODM brought a copy of the letter 
around. 

Secretary Seaton. I would like to say that when I was notified by 
Dr. Gray that he had determined to his satisfaction, on advice of 
counsel, that my communication to Dr. Flemming, dated March 11, 
was not a privileged document and that he intended to furnish this 
committee a copy of that letter from me to Dr. Flemming, we, of 
course, undertook immediately to furnish you with our office copy, 
one of our office copies, of that same communication, and it was a con- 
current decision, in that sense, to furnish you with that material. 
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Senator Kerauver. Mr. Seaton, did you consult with Mr. Gray in 
the preparation of the statement you have just presented ? 

Secretary Seaton. No, sir. 

Senator Kerauver. Or anyone in the ODM? 

Secretary Szaton. No, sir. 

Senator Kerauver. Were there conferences or consultations with 
Mr. Adams and others in the White House in connection with it? 

Secretary Seaton. No, sir. 

This statement was prepared in my own office, Senator. 

Senator Kerauver. None of your people have consulted back and 
forth ? 

Secretary Seaton. That I can’t speak to; but not to my knowledge, 
no, sir. 

Senator Kerauver. Did you or any of your people attend a policy 
meeting in connection with this matter that was held yesterday ? 

Secretary Seaton. Held yesterday, sir? 

Senator Kerauver. According to the press—this morning’s press— 
there was a policy meeting yesterday in connection with it, at which 
this was discussed. 

Secretary Seaton. Not so far as I am aware. I really don’t know 
what policy meetings you are referring to. 

Senator Kerauver. Let me read aR news article: “Idaho Power 
Tax Issue Topic of Two GOP Parleys. The possibility of offer- 
; 39 


ie oe Dirksen. Are you going to read the whole article? 

Senator Krerauver. Suppose we put the whole article in the record. 

Senator Drrxsen. I suggest you read it. I haven’t read it. 

Senator Kreravver. I am just trying to save time. 

It is printed in the Washington Post this morning. 

Senator O’Manoney. Mr. Chairman, before we proceed to that, 
may I ask one or two questions with respect to the procedure in this 
whole case? Some of these will deal with matters antedating the ac- 
cession of Secretary Seaton to his office. 

Senator Keravver. First, if there is no objection—I haven’t read 
all of it, either—the short article will be put in the record. 

(The article appearing in the Washington, D. C. Post of May 29, 
1957, above referred to, is as follows :) 


[Washington (D. C.) Post, May 29, 1957] 
IpaHo Power Tax Issue Topic or 2 GOP PARLEYS 


The possibility of offering legislation to rescind rapid tax-amortization cer- 
tificates granted to the Idaho Power Co. reportedly was discussed yesterday at 
a meeting of Republican Senators and at a White House conference. 

Senator Styles Bridges, Republican, of New Hampshire, said the possibility was 
discussed at a meeting of the Senate Republican policy committee and again at 
a conference of President Eisenhower and GOP congressional leaders. Bridges 
is chairman of the policy committee. 

The Office of Defense Mobilization recently issued certificates permitting the 
Idaho Power Co. to make larger than normal income-tax deductions for depreci- 
ation in 5 years on 2 dams in the Snake River. 

Democrats have denounced issuance of the certificates. They said the private 
utility is getting what amounts to a multimillion-dollar interest-free Govern- 
ment loan. Idaho Power denies this, saying its taxes will be the same over the 
long run. 

Bridges said the Hells Canyon authorization bill may be called up for debate 
in the Senate next week. Apparently some Republicans feel that the tax writeoff 








RAPID AMORTIZATION IN REGULATED INDUSTRIES 317 


may swing votes to the Hells Canyon bill, which is similar to one that was 
defeated by 10 votes in the Senate last year. 

In a Senate speech yesterday, Senator Wayne Morse, Democrat, of Oregon, 
called the granting of the tax-amortization certificates a “shocking story of 
political immorality.” He said White House aids Sherman Adams and Howard 
Pyle were involved, and that President Eisenhower “should start cleaning house 
because the case leads right to his door.” 

Senator Kerauver. Senator O’Mahoney, you wanted to ask some 
questions ¢ 

Senator O’Manoney. Secretary Aandahl, prior to the earliest date 
that you gave here with respect to this matter, there was action in the 
Interior Department, was there not, with respect to the attitude of the 
Interior Department toward the issuance of licenses by the Federal 
Power Commission on the application of Idaho Power ? 

Mr. AanpAut, Yes; there was. 

Senator O’Manonry. Does the record of the Interior Department 
show what that attitude was? 

Mr. Aanpant. I do not have the exact dates in mind, but the De- 

artment of the Interior, prior to Secretary McKay taking over office 
in the Department, was that of an intervenor against the granting of 
the license. 

Senator O’Manonry. The Department had actually intervened be- 
fore the Federal Power Commission on the question of whether or not 
licenses should be issued ? ) 

Mr. Aanpauu. That is correct. 

And, sometime along about the middle of 1953 a letter was addressed 
to the Chairman of the Federal Power Commission, in which Interior 
withdrew as an intervenor. 

ae O’Manonery. What was the reason for the change of 
policy ? 

Mr. Aanpauu. I would like to refer to the exact language of that 
letter rather than my memory of it. 

Senator O’Manoney. That is perfectly proper. 

Mr. Aanpaut. We do not have the letter here. 

Senator O’Manoney. Will you procure a copy and insert it in the 
record ? 

Mr. Aanpaut. We will be glad to insert it in the record. 

Senator O’Manonry. Let me ask your recollection as near as may 
be as to what the policy of the previous Secretary of Interior, Secre- 
tary Chapman, the predecessor of Secretary McKay, was with respect 
to the reason for the intervention before the Federal Power Commis- 
sion. 

Mr. Aanpaunt. I don’t think it would be proper for me to attempt 
to interpret his policy. I would speak generally about the policy that 
Secretary McKay followed. 

Senator O’Manonry. That will be satisfactory if you will do that. 

Mr. Aanpauu. Secretary McKay recognized that Congress had at 
least twice refused to authorize Federal construction of the project 
at the Hells Canyon site, and Federal construction seemed very un- 
certain and perhaps improbable. Power was badly needed in the 
Northwest and Secretary McKay was willing to depend on the judg- 
ment of the Federal Power Commission and the prerogatives that it 
is given by statute to determine whether or not the Idaho Power Co. 
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proposal was an adequate development of the water resource in that 


area, 

Senator O’Manoney. That is set forth in the letter which you have 
agreed to present to this committee ? 

Mr. Aanpaut. I am not sure how much is in the letter. Iam giving 
you now my general recollection and understanding of the position 
that was taken. 

Senator O’Manonry. Yes. Does the record of the Department 
contain also the petition for intervention by the former Secretary of 
the Interior ? 

Mr. Aanpaut. I presume it does. I am not too sure of that. 

Senator O’Manonry. If it does, will you file that for the record of 
this committee, please ? 

Mr. Aanpaut. I will be glad to do that. 

Senator O’Manoney. And any letter that may have been issued 
comparable to the letter which Secretary McKay sent. 

r. AANDAHL. We will be glad to. 

Senator O’Manonery. So we can compare the two different state- 
ments. 

Thank you very much. Thank you, Mr. Chairman. 

(The information to be supplied may be found in the appendix 
on page 1075.) 

Senator Carroti. May I ask a question to keep the record clear at 
this time? 

Senator Kerauver. Senator Carroll. 

Senator Carrott. What was your official capacity on the date of 
these transactions ? 

Mr. Aanpanu. I became Assistant Secretary for Water and Power 
in the Department of Interior on February 10, 1953, and have been 
in that position since that time. 

Senator Carroii. Do you know from your own knowledge from the 
records that in July of 1952 the then Secretary of Interior inter- 
vened in opposition to the granting of the Idaho Power license? 

Mr. Aanpant. I said that I wasn’t familiar with the date. I don’t 
have it in mind. I would have to look at the record before I do. 

Senator Carroiu. Forgetting the date, was there such a filing of 
intervention ? 

Mr. Aanpant. It is my understanding that there was a filing of 
intervening. 

Senator O’Manoney. He has agreed to file the papers with this 
committee. 

Senator Keravver. Very well. 

Senator CarroLy. Now, in May of 1953 or thereabouts, a new Secre- 
tary came in. Was there a withdrawal of that intervention? You 
were then in office. 

Mr. Aanpauu, Yes. There was a new Secretary at that time who 
had taken office somewhat earlier. 

Senator Carrotu. Did he withdraw the intervention ? 

Mr. Aanpaut, A letter was addressed to the Federal Power Com- 
mission withdrawing the intervention. 

Senator Keravver. Do you have that letter ? 

Mr. Aanpaut. No. That is what I have agreed te supply. We do 
not have it here. 
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Senator Carrol, Did you participate in the preparation of that 
etter ¢ 

Mr. AanpDAuHL, I did not participate in the actual drafting of the 
letter, although I attended numerous conferences when it was dis- 
cussed and my opinion was freely expressed. 

Senator Carrotu. Are you familiar with the memorandum which 
es prepared by Secretary of the Interior McKay preceding that 
etter ¢ 

Mr. AANpDABL. I do not have it in mind. 

Senator Carrotu. Do you know that Secretary McKay had pre- 
pared a memorandum in which he was going to sustain the inter- 
vention in opposition to this program ? 

Mr. Aanpbaunt. I do not have it in mind. 

Senator Keravver. Tell us whether you know it is true or not. 

Mr. AaNnbAHL. I don’t even know whether it is true or not. 

Senator Keravuver. Do your records show anything about it? 

Mr. AanpaHL. I wouldn’t know. I do not recall ever seeing such a 
memorandum. 

Senator Kreravuver. Do you know about any memorandum of that 
sort ? 

Mr. Aannanu, No. I do not know about such a memorandum, 
and it rather surprises me, because I wouldn’t think that such a 
memorandum would have been in order. I do not intend to say there 
wasn’t one. I don’t know. There may have been. 

Senator O’Manoney. When you say not in order, you are not re- 
ferring to the matter in a legalistic sense ? 

Mr. AAnpDauL. No. That is correct. 

Senator Carroy. That is all. 

Senator Keravuver. I have 1 or 2 questions, Mr. Seaton. I refer 
to two policy meetings; one, according to the Associated Press report, 
having to do with a suggestion that there be some change in the rapid 
tax writeoff, at a meeting of Republican Senators, and the other, 
apparently, was a White House conference. I ask you if you attended 
those, or if anyone attended them on your behalf, or if you were 
informed about them, Mr. Seaton ? 

Secretary Seaton. I just a moment ago read the story you are 
referring to. I assume it is the one with the “Idaho Power Tax 
Issue” headline, in the Washington Post ? 

Senator Kerauver. Yes. 

Secretary Szaron. Well, I certainly was not present at any meeting 
of the Republican policy committee. 

Senator Dirksen. I wasn’t either. 

Secretary Seaton. And while I attended a meeting at the White 
House, was present with Republican congressional leaders, it was a 
regular affair. I have no recollection during my presence in that 
room of any such discussion as referred to here in this newspaper 
story. So I can say to you that I attended no meeting where this 
subject was discussed. 

Senator Krrauver. Mr. Aandahl ? 

Mr. AANnDAHL. I was not at the White House. As a matter of fact, 
I was out of town for a week and just returned yesterday afternoon. 

Senator Kerauver. Were any of you other gentlemen at these meet- 
ings or participated in these meetings? Mr. Bennett? 
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Mr. Bennett. No, indeed. 

Senator Kerauver. Mr. English ? 

Mr. Enetisn. No. 

Senator Kerauver. You are the man who is operating in the power 
department—— 

. Eneuisn. I make calculations for the percentage for tax 
amortization. 

Senator Kerauver. I see. 

Mr. Aanpant. Mr. Chairman, may I add that Mr. English’s duties 
are primarily in connection with functions that have grown out of the 
Defense Electric Power Administration. We have much broader and 
other power activities in the Department of Interior. 

Senator Kerauver. Yes; we understand that. 

Mr. Seaton, do you know that, after you had written this letter to 
Dr. Flemming Mr. English wrote, or called, Ebasco, or Idaho Powet 
Co., to get further information relative to a completion date? 

Secretary Sraton. No, sir. I might add to that, Senator, that un- 
fortunately for me, at least, I was in the Walter Reed Army Hospital 
continuously from the morning of March 2 until April 19, and then 
under doctor’s orders, going Teak and forth to Walter Reed and 
recuperating from April 19 to May 19. I returned to the Office of 
Secretary of Interior on the 20th of May. What happened in that 
interim, in many cases, I would have no knowledge of whatever. I 
am sure anyone here who participated in any of those activities 

Senator Krerauver. Who was acting for you, Mr. Seaton, in that 
interim period ? 

Secretary Seaton. During that period it would be Under Secretary 
Chilson. When he was not in town, and there were some instances, 
I think, when he was not, then the senior Assistant Secretary, as is 
normal, took over in my absence as Acting Secretary. 

Senator Krravuver. Who is that? 

Secretary Szaton. Well, Mr. Aandahl, when he was there. 

Senator Kerauver. Mr. English, did you write or call the Ebasco 
company, agent for Idaho Power Co., at the suggestion of Mr. 
Wyckoff, to find out the completion date of Oxbow ? 

Mr. Enetisu. I was requested by Mr. Farrell of ODM—he was 
directly under Mr. Wyckoff—for verification of their statement. 
Ebasco Services Co. represents Idaho Power in Washington. I called 
their office for verification of those dates. And, in turn, they evidently 
called Idaho Power, and they mailed this letter to me direct. 

Senator Krerauver. Whose office did you call? 

Mr. Enetisu. Ebasco Services. 

Senator Kerauver. Whom did you call at Ebasco? 

Mr. Enouisn. McDonald; R. P. McDonald. 

Senator Kerauver. In Washington ? 

Mr. EneuisH. Washington. 

Senator Keravver. Mr. English, did you know about Mr. Seaton’s 
letter of March 11? 

Mr. Eneuisn. I was not aware of it; no, sir. 

Senator Krrauver. When did you first find out about the letter? 

Mr. Enewisu. Yesterday, I believe, was the first I was aware of it, 
that the letter had been written. 

Senator Keravuver. Did you not know that Mr. Seaton had taken 
a position against the tax certificates? 
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Mr. Eneuisu. I was not aware of it; no, sir. 

Senator Keravuver. Did you advise with the Secretary, or Acting 
Secretary, as to the policy of the Interior Department in connection 
with these matters ? 

Mr. Encuisu. We followed the criteria and procedure, in recom- 
mending that Idaho Power qualify, by established procedure. So we 
had no point to seek any information that would disqualify it. 

Senator Keravuver. The reason I ask that, you see, is that you have 
a strong position taken by Mr. Seaton, as he does here, today, against 
the tax-amortization certificates. I was wondering why, in the light 
of the position against the certificates by the Secretary of the Interior, 
that being the policy of the Interior Department as set down by the 
Secretary, you would lend your assistance to buttressing ODM’s con- 
trary position ? 

Mr. Aanpauu. Mr. Chairman, may I offer a statement at this point? 

Senator Keravver. All right, Mr. Aandahl. 

Mr. Aanpanu. I was aware of Secretary Seaton’s position from 
the beginning. To have staff people in our office supply basic, factual 
information was in no way in conflict with the position that the Sec- 
retary had taken. And Mr. English, under my supervision, was 
properly doing what he did. 

Senator Keravuver. Mr. Aandahl, Mr. English is the one who takes 
the lead in connection with these electric power requirements. Why 
didn’t you inform him of the position of the Interior Department; 
or, did you inform him? 

Mr. Aanpant. I do not think I did. It was just because there was 
opperey no occasion to do it. 

ecretary SEATON. May I speak to that? 

Senator Kerauver. Yes, Mr. Seaton. 

Secretary Szaton. Senator Kefauver, as I pointed out in my state- 
ment this morning, and in my letter of March 11, I would like to 
repeat, that language was intended as an appeal to the Director of 
Defense Mobilization to exercise a discretion vested in him to deny the 
certificates on grounds which lie outside of the established regulations 
and criteria which have been applied in previous cases. 

Now, Mr. English is a technician in the Department of the Interior. 
He has been there for many years. His sole authority and responsi- 
bility in this area, as I understand it, in layman’s language, is to take 
the information furnished to him by ODM and to compute that and 
analyze it in the light of the criteria and regulations under which he is 
directed to operate by ODM. He would have nothing to do, as I see 
it, with the policy matter such as this. He would have no authority 
to invade that field. And, of course, from now on it is what Secretary 
Aandahl would have no reason to take a policy matter to a man whose 
ei field of activity and responsibility had to do with technical 

ata. 

Senator Keravuver. Mr. Seaton, after a while we will get to the 
question of whether your letter deals with criteria or not. What I am 
trying to establish is that you laid down a policy in opposition to the 
certificates. That is the clear wording of your language? 

Secretary Sraron. Yes, sir. 

Senator Kerauver. You recommended against their issuance. 

Secretary Szaron. And Secretary Aandahl was informed of that. 
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Senator Kreravver. Mr. English is the technical man who initiates 
and works on the recommendations with ODM. Iam wondering why 
he was taking action to buttress a position that was contrary to that 
of the Department of the Interior? 

Secretary Szaron. Senator Kefauver, I do not know whether he was 
buttressing any position. I think he was responding to a request for 
information from the Office of Defense Mobilization. I think that 
is different. 

Now it would be buttressing, if you care to use that word, and that is 
your privilege, in the sense that he certainly would be expected to 
furnish ODM, or any other Government agency, what he considered 
to be the facts involving any question. 

Senator Dixsen. Mr. English, as I understand this whole colloquy 
now, you were asked by ODM to find out about the completion date on 
these two dams, is that correct ? 

Mr. Eneouisu. That was my telephone conversation with the Ebasco 
Services of April of this year. Our recommendations to ODM were 
made on October 25, 1955, which is almost about a year and a half 
prior to the letter that Mr. Seaton is speaking about. 

Senator Dirksen. So you got a request from ODM to find out what 
the completion date would be, and you were just trying to ascertain 
a fact which involved no policy whatsoever ? 

Mr. Eneuisxu. That is correct. 

Senator Drrxsen. I think, of course, in a general line of discussion, 
it ought to be clear what your functions are, and if it is not policy, 
then it is not policy. And you were simply pursuing the ascertain- 
ment of certain facts, which you did ? 

Senator Keravver. Mr. English, do you want to respond to Senator 
Dirksen’s question as to just what your position in connection with 
this was, or is? 

Mr, Enerisn. Under our delegation, we are obligated to seek cer- 
tain information that they require in granting tax-amortization cer- 
tificates. In performing my duties as to the requirements of ODM, 
I was asked to verify those dates, which were on the original recom- 
mendations, that they would be in by the end of 1958 to qualify for 
the goal. And I was merely assuring ODM that I would check the 
service company, which would confirm that those two projects, Brown- 
lee and Oxbow, would be in service by the end of 1958, which was the 
limit for the goal. 

Senator O’Manonry. Mr. Chairman ? 

Senator Keravuver. Senator O’Mahoney. 

Senator O’Manonry. The evidence here clearly shows three facts: 
First, that Secretary Seaton wrote the letter of March 11, 1957; 
second, that Secretary Aandahl was familiar with that letter and that 
it had been written ; and, third, that Mr. English has testified he never 
heard about that letter until yesterday. The question, therefore, arises 
in my mind how far down the line and how far in the files did the 
letter of March 11, 1957, go? That question, I think, should be 
answered by Secretary Aandahl. 

Mr. Aanpant. I would think the question should be answered by 
the Secretary, who wrote the letter. 

Senator O’Manonry. Mr. Secretary, Mr. Aandahl would prefer to 
have you answer the question. 
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Secretary Sraron. I should be very glad to answer it. _ 

As both Secretary Aandahl and I have said, he was informed of 
my letter of March 11 and of its contents. Now, I repeat that if I 
had been in Secretary Aandahl’s position I would know of no reason 
why a letter of that type, which I wrote on March 11, should be called 
to the attention of a technician whose sole responsibility is to com- 
pute technical data upon request by the Office of Defense Mobilization. 

Mr. English ought to be perfectly free to ascertain the technical 
facts as he computes and believes them to be, and to furnish them. 

Senator O’Manonry. What is the title of Mr. English’s position? 

Mr. Enoiisn. Coordinator of Defense Electric Power. 

Senator O’Manonry. Does the Secretary wish us to understand on 
this committee that in his opinion the man holding that very important 
position, as he describes it himself, should be kept in ignorance until 
yesterday of the issuance of the letter? , 

Secretary Sraron. I will answer that, Senator O'Mahoney, if I 


may ? 

Senator Keravuver. Mr. Seaton. 

Secretary Seaton. It was not a question of keeping him in ignor- 
ance, because as I have repeatedly said, and as the letter of March 11 
speaks for itself, my objections to the granting of the tax amortization 
certificates for the _ Idaho Power Co. were completely outside of the 
established criteria and regulations with which Mr. English was 
dealing. Now Mr. English does not have any influences on him by me, 
or anyone else, as he studies purely technical data in his effort to 
determine whether anyone’s applications are in accordance, one, with 
the law passed by the Congress, and the regulations and criteria 
established under that law. 

Now I certainly did not mean to keep Mr. English in ignorance, 
sir, and I certainly think it most improper for me to try to put him 
under influence. 

Senator Dirksen. Mr. Secretary—— 

Secretary Sraton. Heisa technician, not a policymaker. 

Senator Dirksen. Mr. Secretary, on other certificates which have 
been issued, has it ever been the custom to refer a policy matter related 
to any tax certificates to Mr. English ? 

Secretary Szaron. Not as long as I have been Secretary of the 
Interior ; no, sir. 

Mr. Aanpant. I might say in that connection, any communication 
which Mr. English prepares which deals with policy, or policy changes, 
comes to me for signature and is moved on in that matter, and I was 
in that position to evaluate it in the light of the position that the 
Secretary had taken. 

Senator O’Manonety. The evidence, Mr. Chairman, before the com- 
mittee, the evidence of Mr. Seaton, is that he was in the hospital 
from the 2d of March 1957, to sometime in July. 

Senator Dirxsen. Not July. 

Senator O’Manoney. It was in June. Did you write this letter of 
March 11 at the hospital ? 

Secretary Sraton. I processed it in the hospital. 

Now, Senator O’Mahoney, apparently the discussion is over whether 
Mr. English should have made a call to establish whether these two 
works would be completed by the end of the calendar year 1958. 

Senator O’Manoney. No, that is not the issue. 
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Secretary Seaton. I mean, that is the question here. And I do 
not know, if he had not done it, someone else certainly would have. 
Certainly the Government is entitled to know whether they are going 
to complete those works. 

Senator O’Manonry. No, Mr. Secretary, as I understand the ques- 
tion, it is this: When the head of a department has written a letter 
asking another office of the Government to take a particular position 
with respect to tax amortization certificates, the head of the division 
in the Department of the Interior who deals with tax amortization 
certificates should know what the policy of the Secretary was. 

You have given your reason for believing that it was not necessary 
that he should know. My inquiry to Secretary Aandahl had to do 
with how far this letter went in the file. Did it go only to the 
Secretary and the Assistant Secretary? Did the Under Secretary 
know that this was the position of the head of the Department of 
the Interior? Where in the line of command did the information 
stop? That isthe issue, I think. 

enator Wiiry. Isn’t the issue a little different? Whose business 
is it to make the decision and were others consulted besides you as to 
their opinion as to whether or not this thing should be granted? If 
so, you expressed your opinion. Did other departments in govern- 
ment express theirs ? 

But, after all, it was the business of Dr. Flemming of ODM to make 
the decision, wasn’t it? 

Secretary Seaton. That is correct, Senator. 

Senator Wizey. You told him your viewpoint; others told their 
viewpoint; that is the end of that. Why try to bring a lot of other 
folks into this program? I cannot see it at all. 

Now I am one of the people who was for Hells Canyon, but I 
cannot see where we are getting with this kind of a smokescreen at all, 
IT am frank to say. 

Senator O’Manonry. Mr. Chairman, I am not attempting to erect 
any smokescreen, I am trying to penetrate one. Somewhere along 
the line the knowledge of the Secretary’s position was stopped. 

Secretary Seaton. Senator O’Mahoney, I would hope that you 
would believe in me—— 

Senator O’Manoney. I do. 

Secretary Szaron. That I would not attempt to influence a techni- 
cian in his analysis of facts and data one way or the other. I do not 
think it is pertinent to his job, what he has to do, whether the Secre- 
tary is for or against the granting of tax amortization certificates, 
particularly when his objections lie outside the criteria, and it is only 
with the criteria, as I understand it, that he deals. ; 

Senator O’Mauoney. Yes, I recognize that explanation. 

Secretary Seaton. I think I would be just as wrong if I tried to 
push him in the other direction. 

Senator O’Manoney. I never suggested that you should push him. 
I am merely asking whether he knew what your position was. It is 
quite clear that he did not know, although he was the Coordinator 
of Defense Power Activities dealing with tax amortization. 

_ Secretary Szaron. When it got to a question of policy, that lays 
in the hands of Secretary Aandahl, and finally myself. / 
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Senator Carroiu. If the Senator from Wyoming will yield, I think 
there was some testimony yesterday that has a very important bearing 
on the Senator’s question, and it is very germane. 

It was my ‘indatstanding that Mr. WV ckoff, who is the technician 
of ODM, received his information from Mr. English, who is the tech- 
nician from the Department of Interior. Mr. Wyckoff receives policy 
statements from the Interior to him, as the technician at ODM. 

Mr. Wyckoff, the technician, who knows more about this than any- 
body in ODM, had not heard of this letter until yesterday. He was in 
the same position of Mr. English. Now, why is it germane? It is 
germane because, contrary to the Secretary’s conclusion and opinion, 
there was an attempt to change the basic criteria upon which this issu- 
ance could only rest. We will discuss that. The chairman indicated he 
is going to talk later about that. 

Senator Dirxsen. Senator Carroll, I just raise this question, as to 
why should Mr. English, particularly, know about a policy decision 
any more than the people in my office know about the decisions I make 
when I sit behind a desk ? 

Senator Carro.u. For this reason, Senator : 

Here we have Mr. English talking to the Ebasco representtive, who 
is a power company representative. 

Senator DixseEn. Yes. 

Senator Carrotu. This is in the big leagues now 

Senator Dirksen. That is right. 

Senator Carrot (continuing). And yesterday we have Mr. 
Wyckoff, another technician, again working in the big leagues with 
Ebasco, and I think the record will show that. Now, why does it 
become important ? 

There has to be a justification under existing criteria, based upon 
the Secretary of the Interior’s statement, that there has been no change 
in criteria since 1952. If there is no change in criteria since 1952, it 
cannot meet the excess shortage, which you so clearly pointed out in 
your letter of March 11. If that is true, this is then why the Senator 
from Wyoming is so right when he says he is trying to penetrate the 
smokescreen to find out why technicians call Ebasco on both sides, 
Interior and ODM, to find out if they will get in a letter laying the 
foundation for a change in the basic criteria so they can go ahead, 
contrary to the Secretary of Interior’s position. I think it is a very 
pertinent and germane question. 

Senator Dirksen. It still does not answer the question as to why 
ae Mr. English know. It is not his field, and he is not at the policy 

evel. 

Senator Krravuver. Let’s see if we can get this squared away. 

Mr. English, do you have a statement of the job description of your 
position down there? 

Mr. Eneuisu. It is in the office. 

Senator Keravuver. Can you recite it, substantially ? 

Mr. Eneuisu. It deals with tax amortization, capabilities, loads, 
and various assignments from the Assistant Secretary. 

Senator Kreravuver. Would you mind giving the committee the ac- 
tual wording of your job description, to be put in the record, Mr. 
English ? 
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Mr. Eneutsu. Allright. I will bring it later. 

(The material referred to will be found on p. 353). 

Senator Krravver. Mr. English, as I understand it, then, some of 
the tax certificates will be for 60 percent, some for 50 percent. Your 
job is to figure out the provisions for excess capacity of these projects 
for national defense, or what it might be, and to prorate and to figure 
the percentage of amortization that they might be entitled to on the 
basis of how much excess capacity there would be; is that correct? 

Mr. Eneuisn. We used the word “reserve” instead of excess 
capacity. 

Senator Kerauver. Reserve, that is right. 

So that you would make a recommendation as to whether it is 
60 percent, or 50 percent, or 65 percent, based on your calculations? 

Mr. Eneuisu. That is right. 

Senator Kerauver. You are the technical man who secured the in- 
formation to see whether it came within the criteria that had been laid 
down. If it came within the criteria, you calculated how much 
rapid tax writeoff they would be entitled to; is that correct? 

Mr. Eneutsu. That is correct. 

Senator Kerauver. What is your grade, Mr. English? 

Mr. Eneuisn. Fifteen. 

Senator Keravver. Isn’t that the top grade in Government? 

Mr. Eneuisu. It is the top grade in civil service, one of them. 

Senator Keravver. How long have you been in Interior? 

Mr. Eneuisn. Since December 5, 1951. 

Senator Kerauver. What was your position before that time? 

Mr. Eneuisu. I was with a private utility, Kansas City Power & 
Light Co. 

Senator Kerauver. Did you work with Ebasco Services? 

Mr. Enottsu. Never. 

Senator Keravver. Is this utility one served by Ebasco? 

Mr. Eneuisu. Ebasco, I got up some engineering work for them, 
but I was in the operating room, not in engineering. 

Senator Dirksen. Was that in Kansas City, Mo.? 

Mr. Eneuisu. Kansas City, Mo. 

Senator Keravuver. I am still at a loss to know why you would not 
know of Mr. Seaton’s position. One of the things that Mr. Seaton 
states in his letter is that there was no provision for excess capacity 
by the Oxbow Dam. That is the matter that you deal with, isn’t 
it? 

Mr. Eneuisn. It is my calculation; yes. 

Senator Krrauver. Mr. Seaton said that the information he had 
was that there was no excess capacity to be provided, so that was one 
of the criteria that you considered and made calculations with refer- 
ence to; wasn’t it? 

Mr. Eneuisu. Yes; the calculations indicated there was excess re- 
serve. 

Senator Kerauver. So you did not agree with Mr. Seaton’s state- 
ment; is that correct ¢ 

Mr. Enerisu. I was not aware of Mr. Seaton’s statement at the time 
Iran the calculations through. 

Senator Kerauver. Mr. Seaton must have secured that information 
from the files of the Interior Department, which you would have 
gotten up to put in his letter? 
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Secretary Seaton. As a matter of fact, Senator, it is my memory 
that what I said in the letter to Dr. Flemming, that these hydro- 
electric projects—that refers to Oxbow and Brownlee—were not 
planned for the purpose of creating excess capacity in the company’s 
system which has been a critical factor in the granting of tax amor- 
tization certificates. 

Now, my further memory is that I obtained that information from 
the Federal Power Commission record of hearings. I think that is 
SO, sir. 

‘Senator Kuravver. The action of Mr. English in approving it indi- 
cates that it was planned for excess capacity over and above its ordi- 
nary requirements. Isn’t that true, Mr. English ? 

Mr. Enauisu. In developing excess capacity. I could not answer 
as to whether it was planned or not, but the project did develop excess 
capacity. 

mien Dirksen. What is this approval you are speaking about, 
Mr. Chairman ? 

Senator Kerauver. His recommendation. Mr. English said that 
he had approved the-—— 

Mr. Encuisu. I recommended it, not approved. 

Senator Keravuver. I mean ee 

Do you agree with Mr. Seaton that it was not planned for excess 
capacity for defense purposes ? 

Mr. Eneuisu. I know nothing about the planning for the two proj- 
ects, what the planning of the company was, whether they planned to 
make their load requirement, or whether they planned to develop 
excess capacity. I developed the calculations. The calculations indi- 
cated to us reserve capacity over and above what was required to meet: 
the normal load requirement. 

Senator Kerauver. Whom did you get that information from, that 
there might be some provision for excess capacity ? 

Mr. Enouisu. That information was from the capability loads of 
the power company themselves. Definitely from that information. 

_ ator Krrauver. Mr. Seaton, you say you were in the hos- 
pita 

Senator O’Manonry. Mr. Chairman, before you go to Mr. Seaton, 
may I ask Mr. English this question ? 

Senator Krerauver. Yes. 

Senator O’Manonry. Were you aware of the policy of the Interior 
Department under Secretary Chapman with respect to the issuance 
of these licenses by the power company ? 

Mr. Eneuisu. I had heard there was intervention filed by Secre- 
tary Chapman; nothing more. 

Senator O’MaAnoney, Did you know that that was withdrawn by 
Secretary McKay? 

Mr. EnouisH. I understood that it was withdrawn. 

Senator O’MAnoney. Isn’t it a matter of fact that it was common 
knowledge in the Department that there had been a change of policy ? 

Mr. Eneuisy. It was assumed. I had no knowledge it was an 
actual fact; no sir. 

Senator O’Manonzy. Wasn’t it talked about throughout the power 
section, that there had been a change? 

Mr. Enetisn. I think so; I am quite sure it was. 
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Senator O’Manonry. Thank you. 

Senator Krerauver. Mr. English, if you had found that it would 
not provide for excess capacity over and above Idaho Power’s normal 
requirements, you would not have recommended the certificates; is 
that correct? 

Mr. Eneuisu. Well, they were entitled, under the criteria, to a 
base percentage. 

Senator Kerauver. I know, but if you had found that there would 
be no provision for excess capacity, then the criteria would not have 
been met, and you would not have recommended the certificates? 

Mr. EneuisH. The criteria does not spell it out that way, sir. They 
would have been entitled, regardless—— 

Senator Kerauver. Even though they did not provide for excess 
capacity which might be used for defense? 

Mr. EncuisH. The criteria spells it out that it is assumed that they 
do have to have capacity to meet the existing loads, potential loads, 
and for that reason they develop a base percentage in criteria to take 
care of the position of that kind, so we would have applied the base 
percentage, in normal development, which is 35 percent. 

Senator Keravuver. I had thought that the amortization certificates 
were based upon provision for excess capacity over and above normal 
needs, which might be available for defense purposes, or for mobili- 
zation purposes, and if you had found that there was no such provi- 
sion, would you have recommended the certificates? 

Mr. Eneuisu. For the base percentage. 

Senator Kerauver. What do you mean, for the base percentage? 

Mr. Eneuisu. That is 35 percent. 

Senator Keravuver. But you recommended this one for 60 percent, 
didn’t you? 

Mr. EnetisH. Because it was an overdevelopment that created ex- 
cess reserves over and above what was needed for the company load. 

“ai Keravuver. That is the point Mr. Seaton said that it did 
not do. 

Senator Dirksen. He did not say that. 

Senator Keravuver. His letter speaks for itself. 

Senator Dirgsen. He used the words, “It was not planned,” but 
he did not say it would not produce it. And the letter will speak 
for itself. 

Senator Keravver. Yes. I would like to try to get established 
what Mr. Aandahl knew about Mr. Seaton’s letter. 

Mr. Seaton, you were in the hospital, and you say the letter was 
prepared at your suggestion. May I ask if you would object to 
answering questions as to whether the points made in the letter were 
your points or whether they were suggested by someone else? 

Secretary Seaton. The points were my points, Senator. 

In the preparation of the letter, I was aided in that by the present 
counsel of the Department of the Interior. 

Senator Keravver. Is that Mr. Bennett? 

Secretary Sraton. I take full responsibility for the letter. Yes, 
sir. 

Senator Kreravver. Mr. Bennett assisted you in the letter? 

Secretary Szaton. I, myself, read the proceedings as best I could 
before the Federal Power Commission. I based my objections to 
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the granting of the tax amortization certificates on my evaluation 
of that testimony. 

And, as I pointed out in my statement this morning, after March 
11, after this letter had gone to Dr. Fleming as Director of the Office 
of Defense Mobilization, I was advised that the company had sub- 
mitted that to the office of Defense Mobilization—I am quoting 
directly now—‘“which would establish that excess capacity would be 
constructed within the limitations of the applicable regulations and 
criteria in previous cases of this kind.” 

Now, as I understand it, as a layman, one of the major points there 
was they undertook to complete construction of those two works by the 
end of the calendar year 1958. I did not have that information when 
I wrote the letter of March 11. 

Senator Kerauver. You said first, after you wrote the letter, you 
were advised that there would, or might be, some provision for excess 
capacity. Who advised you, Mr. Seaton? 

Secretary Sraton. Well, in this particular case the direct message 
was brought to me by Mr. Bennett. Subsequently the Office of De- 
fense Mobilization, Director Gray, has also advised me of the same 
thing. 

oe Keravuver. The first advice was brought to you by Mr. 
Bennett ? 

Secretary Sraton. That is right. 

Senator Kerauver. When was that? 

Secretary Seaton. No, I do not recall exactly, but it was subse- 
quent a good deal to March 11. 

Senator Kerauver. Perhaps Mr. Bennett can supply that. 

Mr. Bennett. I cannot recall the date, Senator, but 

Senator Kerauver. Mr. Bennett, you are a lawyer; you are not 
an electrical engineer. Where did you get the advice from? 

Mr. Bennett. Well, I got that from the Office of Defense Mobiliza- 
tion. That is part of their statement to me, their informal notifica- 
tion to me, that they were going to take the action they took. 

At the time that these events occurred, Senator—I think it should 
be clear on the record—lI was confidential assistant to the Secretary 
and not in my present position, which, of course, made me the channel 
for notices of that kind, particularly when the Secretary was in the 
hospital. And, of course, there would be confidential communica- 
tions back and forth between the Secretary and myself on these 
matters. 

Senator Kerauver. Yes, but I was asking you whom you got the 
information from about excess capacity. You did not get it from Mr. 
English; you got it from someone at ODM; is that correct 

Mr. Bennetrr. What I am saying is that the people in the Office 
of Defense Mobilization stated that they had reviewed the record sub- 
mitted by the Idaho Power Co. and they, in the Office of Defense Mo- 
bilization, were sustaining the position of the Idaho Power Co. that 
there would be created excess capacity here. Now that is a finding 
of fact on their part. I have no way of knowing—I am no engineer, 
just as you said. 

Senator Keravuver. Did you get it on April 10, the day Mr. Gray 
made up his mind he was going to grant it? 
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Mr. Bennett. It was on or about that date, Senator. That would 
be correct. 

Senator Kerauver. Did you get it at this conference that Mr. Gray 
said he had with you and with others? 

Mr. Bennett. Well, Senator, that presumes that there was a con- 
ference and if you—— 

Senator Dirxsen. That is right, and I think it ought to be clear. 

Mr. Bennett. And if you want to ask me that question, I will 
answer it. 

Senator Keravuver. Mr. Gray said that the people he notified -——— 

Mr. Bennett. That is correct, he did. 

Senator Kerauver. Were you and Mr. Adams and General Persons, 
and Jerry Morgan, and Governor Pyle. Was it at that time that 
you got the information that there might be some provision for ex- 
cess capacity ? 

Mr. oles It was on or about April 10, 11, 9, somewhere in 
there, at the time I was notified by Mr. Gray that the Office of Defense 
Mobilization had determined to grant the certificates notwithstanding 
our objections. 

Senator Keravver. It was in that conference, whether it was over 
the telephone or whether it was at a meeting—which we never got 
clear—with Dr. Gray, that you got the information about excess 
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egomty 
r. Bennett. That is correct, that was one of the grounds that 
was stated to us as being involved in their determinations. 

Senator Kerauver. That is the reason that he had not gone along 
with Mr. Seaton’s recommendation ? 

Mr. Bennett. Oh, not the only reason. It was one of the reasons; 
yes. 

Senator Kerauver. What were the other reasons? 

Mr. Bennett. Well, I think Dr. Gray has testified before the com- 
mittee, and he can state his own reasons far better than I can, Senator. 

Senator Keravuver. Are you in a position to tell us whether this 
was a conference, or whether it was just a talk you had with Dr. Gray? 

Mr. Bennett. No, I am not, Senator, frankly. I am constrained 
to state that, in accordance with the precedents of many years under 
which the executive branch protects matters of confidence in the public 
interest, that I am not permitted, or not in a position, to state the 
method or the means by which I was notified of the decision of the 
Office of Defense Mobilization. 

Senator Kerauver. There were four others in the White House on 
the list of those who were thought to have a special interest in the 
matter and were to be notified. You were the only one outside the 
White House. 

Mr. Bennerr. Well, as I say, my position at that time would 
explain why I was the person that they notified. 

Senator O’Manonry. Mr. Chairman? 

Senator Kerauver. Senator O’Mahoney. 

Senator O’Manonry. The answer of Mr. Bennett has raised a new 
issue in the plea of executive confidence. 

Your testimony is that you were advised. That means that you 
have received the full information as to the decision that was made. 
So your plea of executive privilege does not cover the basic informa- 
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tion; all it covers is the means and method by which you got that 
information. 

Mr. Bennerr. Well, I think that is so, Senator, and just stating, 
and asking me to give hearsay evidence as to what he wanted 

Senator O’Manonery. No, you were not being asked to give any 
hearsay evidence. You are merely asked to say by what means you 
received this information. There is nothing of a confidential nature 
about that. 

Mr. Bennerr. Yes, I believe there is, Senator. As you know, Dr. 
Gray has also taken the same position in his testimony before the 
committee. 

Senator O’Manoney. He took it with respect to the letter from 
Secretary Seaton, and he changed his mind about it. The doctrine 
of executive privilege, in my opinion, cannot be extended from basic 
views that may be discussed in executive session to the method by 
which those views are transmitted from one to another. The public 
interest is not affected in any way by that. 

Mr. Benner. I would say, Senator 

Senator O’Manonery. But that is an argument which I do not 
think you and I ought to engage in here. 

However, Mr. Chairman, I would like to ask a few questions of the 
Secretary based upon his statements in his testimony to us this 
morning. 

Senator Kreravver. Before you do, I think it is proper to read into 
the record the words of the Federal Power Commission with refer- 
ence to whether there was provision for excess capacity, on page 20 
of the Federal Power Commission’s decision where it says: “As a 
practical matter Brownlee and Oxbow are definitely needed within 
the near future to supply applicant’s own needs.” 

I suppose that is part of the information that you had, Mr. Seaton ? 

Secretary Seaton. I think that is correct; yes, sir. 

Senator Dirksen. But you had the whole record before you ? 

Secretary Szaton. What was that? 

Senator Dirksen. You had the whole Power Commission record 
before you ? 

Secretary Seaton. Yes; I read it as best I could, sir. 

Senator Kerauver. You mean the whole opinion ? 

Secretary Seaton. Yes, sir. 

Senator Kerauver. I think it should be said, in the opinion, that 
is the essence of what the Federal Power Commission said on this 
issue, 

Secretary Sraron. I think that was on the basis of information, if 
I recall, that the Federal Power Commission had at that time. Now, 
as far as I am concerned, I received subsequent information that the 
company expected to complete those works by the end of 1958. Now, 
whether the FPC had that or not, Senator Kefauver, I do not know. 

Senator Keravuver. This does not refer to the completion date. 
This refers to whether this was going to be provision for excess 
capacity, which was the second point in your letter. And the Fed- 
eral Power Commission in its opinion, granting the licenses, made the 
statement that I have just read, and there is nothing to the contrary 
in the Federal Power Commission’s opinion. 
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Secretary Seaton. As I read it, Senator—but what I do not know, 
of course, is whether there was anything testified to before the Federal 
Power Commission as to the completion date. Now, I am advised by 
these technicians that if the works are completed by the end of the 
calendar year 1958, there is indeed excess power involved. Now, I 
do not know that, because I am not competent to judge it. That is 
my advice. 

Senator Kreravuver. The point I was trying to make here was not 
in reference to the completion date, but in reference to excess capacity, 
which was a point also made in your letter. I merely wanted to refer 
to the place in the Federal Power Commission’s opinion where they 
dealt with that issue. 

Secretary Szaton. I think you are right on that, Senator. 

Senator Kerauver. Yes. 

Senator O’Manoney. Mr. Chairman. 

Senator Krerauver. Senator O’Mahoney. 

Senator O’Manoney. May I direct your attention, Mr. Secretary, 
to the fourth paragraph of your statement on page 1? It is the first 
sentence of the paragraph beginning with— 

The records of our Department appear to establish that the criteria under 
which the Idaho Power applications were reviewed are the same criteria estab- 
lished in 1952. 

That is the correct statement; isn’t it? 

Secretary Sraton. Yes, sir. 

Senator O’Manoney. So the records of your Department covered 
the criteria for the issuance of tax amortization certificates ¢ 

Secretary Seaton. Yes, sir. 

Senator O’Manoney. To whom were those records in the Depart- 
ment available ? 

Secretary Seaton. Well, those are the records that are under the 
care of Mr. English. They were certainly available to the members 
of the staff in the Department. 

Senator O’Manoney. They were available to Mr. English. 

Now, your second sentence: 

Under those criteria, I have been assured by members of our departmental 
staff who are present with me today that the applications of the company met 
their requirements established by the Office of Defense Mobilization. 

To what members of —~ departmental staff who are present with 
you today did you refer ¢ 

Secretary Seaton. Well, specifically, the four gentlemen seated 
here: Mr. English, Mr. Frye, Secretary Aandahl, and Mr. Bennett. 

Senator O’Manoney. Your next sentence: 

I am advised that under those criteria, it is not necessary for an applicant to 
establish financial need in order to be eligible for a tax amortization certificate. 

This is the matter which was referred to in your letter of March 11, 
in which you stated that in your opinion certificates should not be 
granted without a showing of financial need. You were advised by 
your staff that it is not necessary to establish financial need. In 
other words, your staff was telling you that your conclusion was in- 
correct, am I right? 

Secretary Seaton. No, no, sir; I am stating here in my letter to 
Dr. Flemming what I believe to be his discretion over and beyond, 
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and aside, from the criteria and regulations under which ODM was 
operating, that tax amortization certificates should not be granted 
unless there was a basis of need for financial assistance. 

Senator O’Manoney. That is right. 

Secretary SzaTon. That is my opinion.. 

Senator O’Manoney. As stated in your testimony. 

Secretary Seaton. That was then my opinion, Senator, and I might 
repeat, it is still my opinion. 

Senator O’Manoney. Yes; that is what you said on page 2, in the 
second paragraph there. 

I read: 


In my opinion, such certificates should not be granted without a showing of 
financial need. 


The sentence on which I base my interrogation reads as follows: 


I am advised that under those criteria, it is not necessary for an applicant 
to establish financial need in order to be eligible for a tax amortization certificate. 

Doesn’t that amount to a declaration by you that you were advised 
by your staff assembled here, whom you have named, including the 
Assistant Secretary, Mr. Bennett, Mr. English, and another gentle- 
man, I think, that they have told you, since your letter was written, 
that financial need need not be established ? 

Secretary Seaton. That is correct. My criticism in this instance, 
you see, goes to the established criteria. 

Senator O’Manoney. Exactly. But they were telling you that it 
was not needed; but nevertheless, you do say and still contend, that 
a showing of financial need ought to be made? 


Secretary Szaton. That is right. That is purely my opinion, Sen- 
ator. 


Senator O’Manoney. Yes, indeed. 
Senator Keravuver. Senator O’Mahoney, will you ask Mr. Seaton 
the dates the staff gave him the advice on these points? 


Senator O’Manoney. I was coming to that in just a minute. 
Then the next sentence : 


I am also informed that the findings of the Federal Power Commission in the 
granting of licenses under the Federal Power Act are not material to eligibility 


for such certificates. 

Who advised you of that? ’ 

Secretary SEaTon. Excuse me just a minute. 

Senator O’Manoney. That is the sentence immediately following 
the last one I interrogated you about. 


Secretary Seaton. Well, that is the same staff to which I have 
referred. 


Senator O’Manoney. The same staff? 

Secretary Seaton, That is right. 

Senator O’Manonry. And then finally : 

I have also been advised, subsequent to my letter of March 11, that the com- 
pany has submitted data to the Office of Defense Mobilization which would estab- 
lish that excess capacity would be constructed within the limitations of the 
applicable regulations and criteria applicable in previous cases of this kind. 

Was this the same departmental 

Secretary Seaton. I believe I said earlier, Senator O'Mahoney, that 
I was so advised by Mr. Bennett, and I at a later date was so advised 
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by Dr. Gray. Now, if I may further say so, sir, at the time I wrote 
my letter to Dr. Flemming, on March 11, 1957, I had been advised by 
Mr. Bennett that the criteria that you are speaking of here and we 
are discussing, set forth the very conclusions which you have just read 
tome. I knew the criteria of that was such-and-such. 

Again I repeat, my letter to Dr. Flemming went beyond the criteria. 
My letter in that particular respect was a criticism of the criteria, and 
I hold that same opinion today, which is more or less academic, since 
the power goal has been closed and no further tax-amortization certifi- 
cates are to be granted. But should the matter come up again and I 
be in position to render my opinion, I would register the same opinion, 
sir, 

Senator O’Manoney. I congratulate you, sir, on that statement. I 
agree with your opinion as expressed on March 11 and as expressed 
now. 

But I am merely trying to determine the date upon which you were 
advised. Your last sentence, which I have just read to you, specifically 
recites, with respect to the advice that the company had submitted data 
relating to the excess capacity, which was received subsequent to your 
letter of March 11. 

With respect to other matters, did you receive the advice subsequent 
to the letter ? 

Secretary Seaton. What other matters ? 

Senator O’Manoney. The matters mentioned in the second sentence 
of this paragraph, in the third, and in the fourth, and the successive 
sentences in this paragraph that I interrogated you on. 

Secretary Szaton. Well, as to that first sentence which you read, 
under those criteria I have been assured by members of our depart- 
mental staff who are present with me today that the applications of 
the company met the requirements established by the Office of Defense 
Mobilization. 

I knew that when I wrote the letter of March 11. I have been told 
that subsequently, too. I am advised that under those criteria it is 
not necessary for an applicant to establish any financial need in order 
to be eligible for a tax-amortization certificate. I was aware of that 
when I wrote the letter of March 11. 

Senator O’Manoney. How did you become aware of that ? 

Secretary Sraron. Primarily through information supplied to me 
by Mr. Bennett, who was then my confidential assistant. 

I am also informed that the findings of the Federal Power Commis- 
sion, and the granting of licenses under the Federal Power Act, are 
not material to eligibility for such certificates, and I was aware of 
that—that is, I was told that was the fact. 

Senator O’Manonery. By whom? 

Secretary Seaton. Well, primarily by Mr. Bennett. 

Senator O’Manoney. So you wish the committee to understand that 
in writing the letter of March 11, you were stating opinions which were 
adverse to the rulings of the Office of Defense Mobilization with respect 
to these matters, as you knew? 

Secretary Seaton. Well, of course, as far as the Idaho Power Co. 
certificates were concerned, there were no rulings then by the Office 
of Defense Mobilization, Sentaor O’Mahoney. 
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Now, specifically as to them, I was not writing anything which 
was adverse to the rulings on those certificates. As to the whole mat- 
ter, I think you could properly say I was criticizing the criteria by 
which the Office of Defense Mobilization in the period from 1952 
until this matter came up, I believe, had granted some 926 similar 
applications for tax-amortization certificates, and Idaho Power Co. 
application was No. 927. 

Senator O’Manoney. When you wrote the letter of March 11, 1957, 
you wrote it in the hope that your opinion would be adopted by the 
Office of Defense Mobilization, did you not ? 

Secretary Seaton. I certainly did. 

Senator O’Manonry. In spite of the fact that you now say you 
were aware at that time of these criteria upon which the rulings were 
afterward made? 

Secretary Szaton. Well, Senator, I think the letter speaks for itself 
in that what I was—— 

Senator O’Manoney. I thought so. 

Secretary Seaton (continuing). What I was attempting to do was 
to register my opinion that the criteria ought to be changed. Now, 
the Director of the Office of Defense Mobilization did not see fit to 
concur. He had the authority; I did not. 

Senator O’Manonry. That is true. 

Secretary Seaton. And I said in my statement today exactly that, 
and further said that I had no criticism to offer of him, and again I 
am quoting : 

He exercised his best judgment as it appeared to him, under authority vested 
in him. 

Senator O’Manoney. It is still your opinion, in spite of everything 
that has transpired, that the facts and circumstances with respect 
to the Idaho Power Co. application for tax amortization do not prop- 
erly support the issuance of such tax-amortization certificates in the 
public interest ? 

Secretary Seaton. Well, I would say this in answer to your ques- 
tion: that any of the rest of the 926 applications that were granted 
in the period of 1951 to date, my general conclusion is that I would be 
opposed to any of those where there was not some need for financial 
assistance in the good interest of the country. 

Senator O’Manonry. I think that is a very sound opinion. 

Secretary Szaton. And I would go further, Senator, and I would 
apply that to tax-amortization certificates granted to anyone else out- 
side of the electric-utility field, unless there overriding defense con- 
siderations in certain areas, and I am not competent to discuss that. 

Senator O’Manonry. I am happy to say I think that is a very justi- 
fiable position. I think your position is much more in the public 
interest than the position of the Office of Defense Mobilization, which 
granted the tax-amortization certificates. 

Secretary Seaton. Well, Senator, I would not want to comment on 
the criticism of ODM, but I do thank you for your comment about my 
position. 

Senator O’Manoney. Thank you, Mr. Chairman. 

Senator Dirxsen. Mr. Chairman ? 

Senator Kerauver. Senator Dirksen. 
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Senator Dixsen. Of course, Mr. Secretary, emphasis is placed on 
the point that you expressed one opinion, and had you been free to 
act solely on that matter you would have denied the certificates. 
ODM finally took a different view, so it was a difference of opinion 
between two agencies of Government. 

Secretary Seaton. That is right. 

Senator Dimzsen. But I just want to make the point clear that 
nearly every agency of Government at one time or another recom- 
mends either legislation or some sort of action to the Congress, but 
Congress does not necessarily follow it, either. 

Secretary Seaton. I am sure that is correct, sir. 

Senator Dirksen. So it would not be so extraordinary that there 
would be a difference of opinion 
Secretary Szaton. No, sir. 

Senator Dirksen (continuing). In two different executive agen- 
cies of the Government. 

Secretary Seaton. Not at all. 

I think the exercise of judgment and opinion contributes to sound 
decision and good government, and I do not question the integrity 
at all of either Dr. Flemming or Dr. Gray in having done what they 
thought they ought to do in the situation. 

Senator Dirxsen. I want to go back to the paragraph that Senator 
O’Mahoney elaborated on. I hope you won’t forsake me here. 

Senator O’Manonery. No, indeed, Senator; I will stay with you. 

Senator Dirksen. Sentence by sentence: 

The records of our Department appear to establish that the criteria under 
which the Idaho Power applications were reviewed are the same criteria estab- 
lished in 1952. 

That would be nothing more than the rules and regulations issued 
by ODM in the power category setting out certain considerations, 
certain requirements, and it 1s just a matter of running them over to 
see what ODM requires; is that correct ? 

Secretary Seaton. I believe that is so, sir. 

Senator Dirksen. I cannot imagine that there is anything very 
mysterious about that. 

Secondly : 

Under those criteria I have been assured by members of our departmental 
staff who are present with me today that the applications of the company met 
the requirements established by the Office of Defense Mobilization. 

You laid down on the table this whole sequence of rules, regula- 
tions, and requirements and, beside it, you put the presentation made 
by the Idaho Power Commission, and, 1 a 1, you pick them off; 
you say: 

Well, according to these criteria, this particular application does come within 
the criteria set down by ODM. 

Senator O’Manoney. Senator Dirksen, may I say you have missed 
ar? avez of my question. 

y question was to determine what members of the staff advised 
the Secretary. I found that Mr. English, who did not know any- 
thing about the letter of March 11 until yesterday, was one of those 
who did advise the Secretary. He was in on all of these advisory 
sessions, whatever they were, in telling the Secretary what, in the 
opinion of the staff, were the facts of the authority of ODM. 
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Senator Dirxsen. I do not think that would be so unusual, because 
I am sure—— 

Senator O’Manoney. No;neither did I. 

Senator Dirksen. I am sure in those requirements there must—— 

Senator O’Manoney. The unusual thing, I thought, was the testi- 
mony of Mr. English that he did not know anything about it until 
yesterday. 

Senator Dirksen. He did not say that. 

Secretary Sraton. Senator O’Mahoney, just so the record is 
straight, now Mr. English indirectly was responsible for some of the 
early advice which I got as to criteria and what was contained, but 
only indirectly. The contents of my letter of March 11, as I have 
said, were not discussed with him. And since they were outside of 
the area in which he could operate properly, he should not have any 
influence on him whatsoever by any Secretary of the Interior when 
he evaluates data, statistics, and facts. The matter was not discussed 
with him. 

Senator O’Manoney. Of course, I do not contend that at all. You 
are not defending against anything I asked. All I contend is that 
the record now clearly shows that the knowledge of your letter of 
March 11 starts with Mr. Aandahl and the records of the adminis- 
tration, but that you, in your letter, and your testimony to us, have 
referred to the records of the Department as records available to 
everybody in the line, including Mr. English. So that I cannot see 
how there was any smoke screen or iron screen, or straw screen, in 
this record. I think your letter must have been in the whole record. 

Secretary Seaton. Senator, I do not think there is any smoke screen 
or straw screen—I have forgotten the third one 

Senator Dirksen. Mr. Chairman, I want to continue here for a 
moment on this paragraph that has been so effectively elaborated upon 
by my distinguished and affable friend from Wyoming. 

Senator Keracver. All right, sir. 

Senator Dirksen. In examining criteria, there must be questions 
arising about capabilities, about reserves, about power loads, about 
transmission. To me, it would be astonishing if Mr. English did not 
sit in, and when a question arose in that particular field—— 

Senator O’Manoney. So say I. 

Senator Dirksen. Indeed so. 

Senator O’Manoney. Certainly. 

Senator Dirxsen. I see nothing unusual in that whatsoever. But 
that does not mean Mr. English would be sitting in when the question 
of policy was finally resolved as a technical matter. Because that 
would be like calling in any kind of technical adviser. 

Senator O’Manonry. May I ask the Senator from [Illinois a 
question ? 

Senator Dirksen. With pleasure. 

Senator O’Manonry. Does the Senator not agree with me that 
when all these members of the staff named by Secretary Seaton had 
consulted with him about the heart of this issue, as to whether or 
not the ODM had the authority to issue these amortization certifi- 
cates, they would not have been immediately aware of the Secretary’s 

osition contrary to their advice; namely, that the office of Defense 
Mobilization should not do it? I think this was the cause celebre 
in the Interior Department. 
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Senator Dimxsen. I do not believe that conclusion follows at all, 
as a matter of fact. 

Senator O’Manonery. Not only in the Interior Department, but, 
as Senator Carroll says, in the Nation. 

Senator Dirxsen. I have a staff member—— 

Senator O’Manoney. It was a front-page story. 

Believe me, Senator, I heard you say this morning that you would 
not want your staff members to know what you were doing. I want 
mine to know what I am doing. 

Senator Dirksen. I did not say that at all. 

Senator O’Manoney. I want them to know my policy. 

Senator Dirxsen. I did not say that at all. Iam afraid you have 
not been paying close attention. 

Senator icgeaur, I never miss a point you make, Senator. 

Senator Dirksen. I know you did this morning. But we cannot 
ventilate that in here because that is in an entirely different field. 
But to me it was perfectly natural that Mr. English would sit in 
and respond to questions with respect to those things that arise in a 
criteria statement, as to whether it measures up in this respect, and 
whether it measures up in that respect. There is neither magic nor 
mystery about it, nor romance about it, and I do not think there is 
anything ulterior about it. 

Vow, I want to go on to the next sentence: 

I am advised that under those criteria, it is not necessary for an applicant 
to establish financial need in order to be eligible for a tax amortization 
certificate. 

It seems to me all you have to do is read the statute, because the 
statue, the Internal Revenue Code, does not require it. It speaks 
of emergency facilities, that is all. I read from the statute yesterday 
or the day before, in the course of the hearing. So if the statute is 
clear on that point, and I think it is, then you do not have to establish 
financial need in order to secure an amortization certificate. 

Senator O’Manoney. But you have to establish emergency 
facilities. 

Senator Dirksen. Yes; but not a financial need. And it may be 
an emergency facility and you may have all the money in the world, 
but that, of course, is just one of those things that does not enter into 
an argument 

Senator O’Manoney. We will discuss the emergency facilities, you 
and I, at a later date, sir. 

Senator Dirksen. Yes; because the emergency facility is one that 
directs itself to a question of an adequate power supply for our 
national security. 

Senator O’Manoney. Right. 

Senator Dirxsen. So there is nothing very mysterious about that. 

Now then: ; 





I am also informed that the findings of the Federal Power Commission in the 
granting of licenses under the Federal Power Act are not material to eligibility 
for such certificates. 


I found nothing in the code to say the issuance of a certificate was 
contingent on something in the nature of a finding or a representa- 
tion by the Federal Power Commission. 
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Senator O’Manoney. The Senator will not take it amiss if I say 
in my opinion his questions and his arguments are totally irrelevant to 
the questions which I have asked ? 

Senator Dirksen. Oh, my dear friend, I am reading from the para- 
graph that 

Senator O’Manoney. I know, but you are going off into the blue. 

Senator Dirksen. No, I am not; I have my feet thoroughly on the 
ground. 

And finally if the English language can make it plain, and I am 
sorry that I am so feeble in its use—— 


Senator O’Manonry. There is nothing feeble about the Senator 
from Illinois. 


Senator Dirksen. Finally: 





I have also been advised, subsequent to my letter of March 11, that the com- 
pany has submitted data to the Office of Defense Mobilization which would 
establish that excess capacity would be constructed within the limitations of 
the applicable regulations and criteria applicable in previous cases of this kind. 

There has not been a shred of testimony yet as to whether or not 
there has been a modification or an enhancement of the plans, whether 
they would set more generators, or what they would do. I am going 
on the theory that this case was before the Power Commission for 19 
months, way back in 1953, and not a thing has been said about any 
change or a aeedione of the plans, about a change in their construc- 
tion tempo. But I think Mr. Roach made it abundantly clear, not- 
withstanding the conjecture and speculation that they mean to com- 
plete these dams in niaadae 1958, and in so doing, they qualify 
with something written on the face of the certificates that they must 
be completed at that time. 

Senator O’Manoney. May I ask the Senator another question ? 

Senator Dirksen. Yes. 

Senator O’Manonry. Does the Senator agree or disagree with the 
Secretary’s letter of March 11, 1957 ? 

Senator Dirksen. The Secretary predicated that whole letter on 
two considerations, and it was for that reason he said he did not 
concur in any proposal. One was financial need and the other one 
was that reserve capacity had not been planned. There has not been 
a shred as to what has been planned since then. 

Senator O’Manoney. Let me call the Senator’s attention to the 
testimony of the Secretary on page 2: 

Nevertheless, I reiterate that I did recommend against issuance of the certifi- 
cates and would do so again. 

Senator Dirksen. Yes. 

Senator O’Manonry. Does the Senator from Illinois disagree, or 
does he agree, with the Secretary in that opinion ? 

Senator Dmxsen. I do not do either. 

Senator O’Manoney. You are sitting on the fence, Senator. 

Senator Dirksen. No, sir. The Secretary of the Interior is entitled 
to his opinion in the matter on the basis of the information that was 
before him. When Gordon Gray was here, he pointed out that 926 of 
these had been issued in the power field, most of them in the North- 
west. The question was, was it discriminatory when this thing had 
been pending for such a long time to keep them out of the pale when 
the power goal had not yet been closed ? 
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Of course, I am not insensible of the fact that this whole business 
relates itself to the issue that is coming on the Senate floor about 
Hells Canyon and I so earnestly hope that we will throttle it by a 
resounding vote before we get through. So you see—— 

Senator O’Manonery. I understand the Senator’s position. 

Senator Dirksen. I make my position abundantly clear. 

Senator Keravuver. Anything else? 

Senator Dirxsen. No. 

Senator Keravuver. Senator Carroll? 

Senator Carrotu. Mr. Secretary, you, of course, are familiar with 
the intent of statutory law. You know that of the basic criteria 
drafted in support of that law, one has to do with incentive. Another 
has to do with the completion date, and a third has to do with excess 
power. You agree with that statement; do you? 

Secretary Seaton. I think that is correct; yes, sir. 

eee CarroLu. Your own statement says the basic criteria has not 
changed. 

I want to say to you that I think your letter of March 11 is in the 
finest tradition of a public servant protecting the public interest. It 
is only in this statement that you bring this morning—the discussion 
that arises from it—that so waters down the March 11 letter. 

In your letter of March 11—take a look at that letter and your testi- 
mony—you are quoting from the Federal Power Commission’s opinion 
No. 283, and you say very properly there, because this is an excerpt 
coming from that opinion of the Federal Power Commission itself. 
As Senator Dirksen has said, for 19 months the Idaho Power Co. was 
fighting to get this license. I quote now: 

However, under existing law these public purposes will be realized without 
expense to the United States to the extent that the projects are constructed by 
a non-Federal entity. 

In relationship with your letter of March 11, therefore, in talkin 
about finances, you had read the whole record. Many times it appear 
in the brief that this would be constructed without the cost of 1 cent 
to the Federal Government. 

Secretary Szaton. That is right. 

Senator Carroti. Your discussion relates to finances, because you 
set it up in your letter of March 11; is that not so? 

Secretary Seaton. Yes; that is right. 

Senator Carrot. Yes; of course. 

Therefore, the relationship of your statement on finances goes to 
incentive because one of the basic criteria of these projects is that this 
is an incentive to the electric-power companies to produce beyond the 
normal growth; is that not so? 

Secretary Sxaton. That is right. 

Senator Carroui. It has been in the record. 

Secretary Seaton. Well, to meet defense goals. 

Senator Carroti. Yes; to meet defense goals. For example, if the 
normal growth would be 15 percent, it was estimated by your experts 
and by committees that if they could get the electric power utilities 
to move up to 24 percent, that would be an excess of normal growth. 
Therefore, to achieve these goals, we would give the incentive of a 
fast tax writeoff. Isn’t that basic thinking in this law ? 

Secretary Sraton. I think that is right, Senator. 
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Senator Carrotu. That is exactly why I say, in your letter of 
March 11, your financial statement, your conclusions go to incentive, 
not merely whether they need financial help, as Senator Dirksen has 
said. Let us put it this way: The fact that there is no need of money 
is not basic criteria. But the fact that incentive is there is basic to 
this matter. 

Based upon the fight before the Federal Power Commission, the 
incentive was the procurement of the license. Due to their statements 
contained in the record, that would not be constructed with 1 cent of 
the taxpayers’ money. You said that was one of the reasons you said 
you would reject it. Is that not so? 

Secretary Szaton. That is right. 

Senator Carrot... Let’s go to your next one, because this is also 
basic in the criteria. I will now read from your letter of March 11: 


In my view the record before the Commission— 
referring to the Federal Power Commission— 


is clear that the company has never established any basis of need, that is, for 
any financial assistance * * * 


Then I go on: 


Furthermore, I am convinced by the record that the hearing before the Federal 
Power Commission established that these hydroelectric projects were not 
planned for the purpose of creating excess capacity. 

I refer to the Chairman’s statement here, reading from the Federal 
Power Commission, assuming the completion of Brownlee and Ox- 
bow, that they were never planned, assuming the completion date, 
ever to give us excess capacity. This is the statement of Mr. Wyckoff, 
that this is a deficit area, therefore there could be no surplus. 

Did you have that in mind when you wrote the letter of March 11? 

Secretary Seaton. I would think so, generally speaking. I further 
point out, though, Senator 

Senator Carrotu. I am talking about your letter of March 11. 

Secretary Sratron. As I understand it, the question of the comple- 
tion date of these projects did enter into the calculations of the Office 
of Defense Mobilization. Now, I did not participate in those calcu- 
lations, but I am constrained to bring that into the record because 
that was one of their reasons for doing as they did. 

Senator Carrotu. I will come to that later. Iam talking about the 
time you wrote the letter. The record shows that there was no excess 
capacity in the company’s system based upon completion ? 

Secretary Seaton. As far as I knew, that was so; yes, sir. 

Senator Carrouti. The third criteria is that they must have com- 
pleted within December 31,1958. Is that not so? 

Secretary Seaton. That is right. 

Senator Carroti. An examination of the files evidently disclosed 
testimony before the Federal Power Commission, before congres- 
sional committees, and in newspaper articles, where they talked about 
a completion date for Oxbow of 1961. 

Now, I come to my third point. Were you in the hospital when 
this letter was prepared by your staff? As I say, I think you have 
put your finger on two basic criteria under which they could not 
qualify, I think your decision was absolutely right, not based on 
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anything outside the law, but within the law. I think you are abso- 
lutely correct. 

Secretary Seaton. Well, Senator Carroll, I think I must say that 
it is my understanding that within the law the Office of Director of 
Defense Mobilization had the right to refuse the applications. How- 
ever, under the criteria as established, and under which the Govern- 
ment operated from 1951 up to the time this was approved, I must 
say that I do not believe he had any discretion in the matter. 

And when I said to Senator O’Mahoney this morning 

Senator Carroti. Who did not have discretion ? 

Secretary Seaton. The Office of Director of Defense Mobilization. 

When I said to him this morning, I not only objected to the grant- 
ing of certificates to the Idaho Power Co., but I also objected to any 
others that have been granted in the past, I was also there referring, 
sir, to 539 of these tax amortization certificates which were granted 
by the Government prior to December 18, 1952. 

Senator Carroti. But, Mr. Secretary, you just got through telling 
me that one of the basic criteria was incentive. If there is no incen- 
tive involved, there is a failure of criteria, and the failure, there- 
fore, to qualify. 

You just got through telling me that the completion of these plants 
does not produce an excess amount of power, so there is another fail- 
ure. That is within the law, not within the Administrator’s discre- 
tion, but failure of the law, basic failure under the law, and you have 
pointed it out in your letter of March 11. 

Secretary Sraton. Senator, I repeat that was my opinion, my con- 
sidered opinion. Now, the decision as to whether I am right or 
wrong, or anyone is right or wrong, in this matter, rested with the 
Director of Defense Mobilization. 

Senator Carroutz, All right. Now, we will come to the Office of 
Defense Mobilization. 

As to the very valid reasons that you have assigned in your letter 
of March 11, you now give us a statement as though you really were 
sort of shooting off the hip, that you are really giving a political 
opinion when you are really talking about basic criteria. You were 
right then. May I suggest to you, you say that you have now been 
informed that there has been a change. 

Secretary Seaton. Well, Senator Carroll, if I may, sir, and I know 
you want me to make this clear, the portion of my statement of this 
morning to which you are now referring—I am sorry, I do not know 
the page, because this is spaced for reading, and I think yours is 
spaced for duplication, for use of the committee. 

Nevertheless, I reiterate that I did recommend against issuance of 
the certificates, and would do so again. In my opinion, such certifi- 
cates should not be granted without a showing of financial need, nor 
do I believe that such a certificate should be granted where a Federal 
Power Commission license has been predicated on the lack of cost to 
the United States. 

On these grounds, I would recommend against the issuance of cer- 
tificates to any similar project on which I am called to comment. 

And I further said, in response to Senator O’Mahoney’s question, 
that that criticism is applicable to the 539 issued before this adminis- 
tration came into office, if they fall in those same categories. 
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Senator Carrotu. That is a very fine observation. 

Secretary Seaton. Any or all of them. And also, sir, to the 387 
granted in this administration, if any or all of them fall in that 
category. 

Senator Carrouu. It is a very fine observation, and you are entitled 
to your opinion. I happen to agree with you. 

However, what I am trying to do now is talk about the instant case. 
We are talking about incentives and excess shortage. 

Secretary Seaton. Senator, the reason I brought that up was I was 
under the impression that you thought I had weakened my position 
this morning in the presentation of this statement to the committee. 

Senator Carroru. I think what you have done, if I may say so—— 

Secretary Seaton. I was trying to make it clear that I had not. 

Senator Carrott (continuing). Is not that you have weakened it, 
but in a sense you are like a witness who has recanted ; you are chang- 
ing your position a little bit to gear into administration policy. But 
that is merely a matter of opinion. 

Secretary Seaton. Well, it is clearly within your prerogative to 
make any assumption you want to. 

Now, I refer you again to the language I read out of my statement 
this morning. 

Senator Carrot. I understand that, I read it very carefully. 

Now we will go to the third category. As I understand it, your 
office was informed that there had been a change in the application 
of the Idaho Power Co., which seemed to bring it within the criteria 
which affected excess power production. 

Secretary Seaton. Senator, please, I say it in my statement that I 
had been advised, subsequent to my letter of March 11, that the com- 
pany has submitted data to the Office of Defense Mobilization which 
would establish that excess capacity would be constructed within the 
limitation of the applicable regulations and criteria in previous cases 
of thiskind. Now that is a question of fact, Senator. 

I have been advised, and if it is not so, that certainly can be 
established. 

Senator Carrotu. That statement was given to us this morning, I 
assume, for the purpose of mitigating that paragraph that I have just 
read to you from the March 11 letter. In other words, you talk there 
that there had been no showing this was power for excess purposes. 

Now you say you received information that they have now filed 
additional information which, in a sense, indicates that they could 
provide excess power. Isn’t that the effect of your statement? 

Secretary Sraron. I repeat, it is a matter of fact, of record, or it 
isn’t. And I would be certain the committee could judge that from 
the testimony offered by the Office of Defense Mobilization, Senator. 

Senator Carrotz. That is what I meant by this 

Secretary Seaton. I am sure you would want me to bring ali of 
what I believe to be the facts to this committee on this particular 
point, or — other. 

Senator Carrot. I think that the chairman has pointed out to you 
that even within the completion date of these projects, there would be 
no excess power. 

Do you have some information that has not been brought to this 
committee that there will be excess power; and, if so, what is the basis 
for it? 
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Secretary Szaron. It has been suggested to me by counsel here that 
Mr. English can explain. As I understand it, you are now referring 
to power over the whole system out there, whereas Mr. English’s eval- 
uation of the criteria goes to these specific projects and their applica- 
tion to the whole power system in the Northwest. Is that right? 

Senator Carroiu. Before I get into that, Mr. Secretary 

Senator Kerauver. Mr. English nodded. Did you say “Yes,” Mr. 
English ? 

Mr. Eneuisu. Yes. 

The overdevelopment applies to Idaho Power as an individual 
utility. I think they are speaking of the entire Northwest when they 
said Oxbow ant Brownlee would not develop any excess power. They 
were speaking of the whole Northwest in that statement, and not 
Idaho as an individual utility. 

Senator Kerauver. Mr. English, to keep the record straight, the 
Federal Power Commission in its opinion says that as a practical 
matter Brownlee and Oxbow are definitely needed within the near 
future to supply applicant’s own needs. Not “excess,” just “own 
needs.” 

Senator Carroti. That is why I raised the point, Mr. Chairman. 
He read the statement that he knew about it, and that is why he in- 
cluded in his letter of March 11 that this does not meet the criteria 
of excess shortage. 

Now I will come to the third point. 

The Supreme Court decision was given April 1. Were you in the 
hospital on April 1! 

Secretary Sraton. I believe so, sir. It is an experience I have been 
trying to forget, and therefore I brought some notes along. 

Senator Carroiy. It does not make much difference. 

Secretary Sxatron. Yes, I was there, sir, at Walter Reed, from 
March 2 to April 19, inclusive. 

Senator Carroii. All this happened within this period, then, Mr. 
Secretary, that I am about to relate to you. 

The Supreme Court decision came down on April1. The testimony 
before this committee shows that Mr. Wyckoff prepared a memoran- 
dum on the 8th without knowledge of your letter; he never heard of it. 

Secretary Sraton. Senator Carroll, that, of course, I cannot speak 





to. 
Senator Carroti. I understand. I am giving you a little back- 
ground for my question. 

The decision made by ODM—this is my information, and I will 
ask the staff to correct me if I am wrong in it—to grant the certificates 
was made on about April 10. So it was made before, and I think the 
record will show, this new information coming from the power com- 
pany, showing that it was going to finish within the completion date, 
did not reach any responsible authority until after the decision was 
reached. 

Senator Krravuver. That memorandum was dated April 12. 

Mr. Dixon. It was sent over on April 15. The certificate was 
signed on April 17. 

Senator CarroLL. What does the letter from the power company 
show? What date? 

Mr. Drxon. April 12. 
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Senator Carroti. That is its mailing date. What does the record 
show about when it was received ? 

Mr. Dixon. It was sent over April 15. 

Senator Carrot. Sent over to whom ? 

Mr. Drxon. ODM. 

Senator Carrow. Is there any date, Mr. English, as to when you 
received that information ? 

Mr. Encuisu. We received it on the morning of April 15. The 
original copy was sent toODM. I think the 12th and 13th, as I recall, 
would be the weekend. The letter was dated the 12th, which, as 1 
recall, was Friday, and I received it Monday morning, which would 
have been the 15th. 

It was referred to ODM. 

Senator Carroti. Now I will ask anyone on the staff, the Secretary, 
Mr. Bennett, or Secretary Aandahl, or Mr. English, did you have 
any correspondence prior to April 10 from the Idaho Power Co. with 
reference to the completion date of this project ? 

Mr. Eneuisu. It was a part of a letter—January 16, 1956. They 
set out the in-service dates in that letter, the completion dates. 

Senator Krrauver. What did they say? 

Mr. Eneuisu. Completion construction camp, February 14, 1956; 
houses, shops, April 1956 ; concreting 

Senator Kerauver. Mr. English, are you reading about Brownlee 
or Oxbow ? 

Mr. Eneutsu. This is Brownlee. 

Senator Kwrauver. Let’s read about Oxbow. Can we have a copy 
of the letter made a part of the record? We will return the copy to 
you. Just give what they said about the completion date in the letter, 
if you have it there. 

Mr. Eneuisu. Oxbow: First unit, in-service, September 1957; sec- 
ond unit, October 1957; third unit, November 1957; fourth unit. 
December 1957. 

Senator Kerauver. What date is that letter ? 

Mr. Eneutsu. September 9, 1955. 

Senator Krrauver. This is 1957, and they have only 60 percent 
built? 

Mr. Eneutsu. That is right; they have attained the construction 
program and are bringing both units in together, Oxbow and Brown- 
lee. They were separate at that time, and Oxbow was considered 
to 

Senator Krerauver. You do not mean this letter has any validity ? 

Mr. Eneouisu. No. 

Senator Carroti. One of the reasons that you called Ebasco was 
to have them give you more information to meet the criteria ? 

Mr. Eneuisu. To verify the projects would be in service by the end 
of 1958. 

Senator Carrot. Exactly. In other words, they had to do somie- 
thing in order to meet the basic criteria under the law; isn’t that so? 

Mr. Enetisn. Yes; they made a statement that they would be in 
service 

Senator Carrot. I beg your pardon ? 

Mr. Eneoutsn. They made a statement that they would be in service 
by the end of 1958 to qualify. 
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Senator Carroti. There was no such statement in the record prior 
to the letter you received on the 12th, 13th, or 14th, was there? 

Mr. Enouiss. There was something earlier in the application that 
indicated the in-service dates. 

Senator CarroLi. Why did you call them if it was in the record ? 

Mr. Encuisu. At the request of ODM. 

Senator Carrot. Did you know that ODM was calling them, too? 

Mr. Eneuisu. No; I was not aware of it. 

Senator Carroti. Didn’t you talk to Mr. Wyckoff about this ? 

Mr. Enouisn. I talked with Mr. Farrell. 

Senator Carrouu. Is Mr. Farrell your contact in ODM? 

Mr. Eneuisu. Ordinarily he is; yes. 

Senator Carroti. Who is Mr. Farrell in relation with Mr. Wyckoff ? 

Mr. Encutsn. He is an assistant to Mr. Wyckoff. 


Senator Carrott. Did any member of this staff seated here today,. 


the Secretary or anyone else, ask you to complete the file on this 
matter ? 

Mr. Encuisu. No. 

Senator Carroti. To get more information about the completion 
date ? 

Mr. Eneutsu. No. 

Senator Carroti. Based upon the record as you saw it, if that letter 
did not come in, would you have recommended approval of this re- 
ee because of the completion date being basic criteria under the 
aw ! 

Mr. Eneuisu. My approval or recommendation had been made prior 
to that, and the letter was merely a request from the Ebasco Service 
Co. to reaffirm the in-service date of the two projects, Oxbow and 
Brownlee. 

It was a phone call from Ebasco Service, and the letter return was 
reaffirming the in-service dates. 

Senator Carroti. Mr. Chairman, how long do you intend to go on? 

Senator Krravuver. I hope we can finish up here fairly soon. I hope 
we can finish with these gentlemen: at least Mr. Seaton. 

Senator Carrotn. Go right ahead, then. 

Senator Kerauver. Mr. Seaton and Mr. English, you were aware of 
the Bonneville report put out by the Interior Department as to the 
completion dates on Oxbow—April, May, June, July, August, 1961— 
weren’t you? Thatis your own document ? 

Secretary Sxaton. I think the answer to that, Senator, is “Yes.” As 
to the specifics given in it, I do not remember, no, sir, because my 
letter was written on the Federal Power Commission’s certificates. 

Coe Keravver. Mr. English, one thing I think we ought to get 
straight 

Secretary Seaton. I think, Senator, I can say that my staff certainly 
knew about it, and I had read this report at one time or another. But 
as you notice, it contains I don’t know how many pages here, but a good 
many pages and tables, and as to the specifics I cannot say to you 
honestly that I recall that No. 1 was 47.5, name plate rating, date of 
service, April 1961; no, sir. 

I am not evading responsibility for this. This is an official publica- 
tion of the Department. 
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Senator Kerravuver. That is an official publication of 1956 of the 
Interior Department giving the completion dates of Oxbow as being 
in 1961, is that correct ¢ 

Secretary Seaton. Yes, sir. 

Senator Kerauver. You either knew about it or were charged with 
knowledge 

Secretary Seaton. That is right. I am charged with the respon- 
sibility for it, certainly. 

Senator Krerauver. Now, Mr. English, I think we need to under- 
stand this: Did I understand you to testify a little while ago that it was 
your policy to recommend for approval by the ODM a percentage of 
certification for tax amortization, which 1 think you said was 35 per- 
cent, even though there would be no excess capacity at all for defense 
or national mobilization over and above the absolute needs of the 
company itself? 

Mr. Eneuisn. That is a part of the criteria established in the gen- 
eral statement set up with the regulation for calculating percentages. 

Senator Kerauver. Will you furnish such a statement of that part 
of the criteria, Mr. English? Who got it up? 

Mr. Eneuisu. It was a committee approved by ODM or DEPA, 
and Interior—worked out the criteria for the calculation. 

Senator Kreravuver. Will you send it to the committee, including, to 
the best of your recollection, the participants in preparing it? 

So that your policy has been to recommend 35 percent, even though 
there is no additional capacity, is that correct ? 

Mr. Eneuisn. That is right. 

Senator Krerauver. Can you give us the approximate date that such 
a policy was arrived at? 

Mr. Enerisu. May 11, 1951, and revised June 5, 1951. 

Senator Kreravuver. Now the other point is: Mr. Seaton’s letter of 
March 11 apparently was not known to Mr. English, although one 
of the criteria used by Mr. English in recommending the percentage— 
is this correct, Mr. English—to be applied is the factor as to the per- 
centage of excess capacity. That is one of the matters you work on as 
to the percentage of excess capacity; it will depend upon how much 
rapid tax amortization will be granted; isn’t that correct? 

Mr. Eneutsu. That is correct. 

Senator Keravuver. So you were working on that, which is one of 
the points made in Mr. Seaton’s letter. Mr. Aandahl knew about Mr. 
Seaton’s letter. All of these gentlemen must have known that was one 
of the points that you work on. 

Mr. Aandahl, why didn’t you tell Mr. English about the de- 
cision that had been made by Mr. Seaton, and his letter ¢ 

Mr. Enauisu. I think, Senator, you will have to go back and ex- 
amine the recommendations. In fact, I think a recommendation 
was made on October 25, 1955, at ODM. 

Senator Kerauver. Of course, there had been facts submitted a 
long time before, but the matter had not been finally decided. 

So I want to know why Mr. Aandahl, knowing that you were work- 
ing on that matter, and it was very pertinent to the issue raised in 
Mr. Seaton’s letter, did not inform you about the decision that had 
been made by Mr. Seaton. 

Mr. Aanpant. You mean by the letter of March 11% 











348 RAPID AMORTIZATION IN REGULATED INDUSTRIES 


Senator Krerauver. Yes, that is right. 

Mr. Aanpant. If there had been any information prepared by Mr. 
English that dealt with a policy question that was encompassed in 
the letter signed by Secretary Seaton, that would have come over 
my desk and its processing, and I would have an opportunity to de- 
termine whether or not it was in line with the policy that was estab- 
lished by Secretary Seaton. 

Senator Keravuver. Mr. Aandahl, the point I am trying to make, 
and maybe I have not made myself clear, is that Mr. Seaton in his 
letter raised the question, at the bottom of page 2, that these projects 
were not planned for the purpose of creating excess capacity in the 
company’s system. That very question as to whether there was ex- 
cess capacity was what Mr. English worked upon, and the extent 
of the excess capacity would determine what his recommendations 
would be as to the percentage of tax amortization to be granted. 

Mr. Aanpaut. That calculation had been made long before this 
letter was written, and was based upon information that was submitted 
with the application itself. 

Senator Kerauver. But you must have known that Mr. Seaton, the 
head of the Interior Department, had some information that led him 
to believe that these projects were not planned for creating excess 
capacity. Even though the finding had been made by Mr. English 
previously, he could have revised his findings. So it seems to me it 
would have been all important that you pass this information on to 
Mr. English. 

Mr. Aanpvaut. The revision of any finding would be based upon 
the submission of statistical information. 

Senator Kerauver. But here are the words of the Secretary of the 
Interior that in his opinion that is true, which you must have known 
he got from reliable and authentic documents. Yet you did not pass 
the information about Mr. Seaton’s opinion, or his letter, on to Mr. 
English so that he could revise or restudy his statement as to whether 
there was provision for excess capacity. 

Mr. Aanpaut. I am sure that Mr. English’s office has reviewed all 
information as it has come in, relative to the facts. 

Senator Kerauver. You did not tell him about the attitude of Mr. 
Seaton. I am wondering why, Mr. Aandahl. 

You see, Mr. Seaton says he has reviewed the record of the hearings, 
so he has something to base his opinion upon. 

Mr. Aanpaut. That is the hearing before the Federal Power Com- 
mission. 

Senator Kerauver. But these were not planned to create excess ca- 
pacity. That is what Mr. English was working on, and thatw as im- 
portant as to the amount of tax amortization. 

Mr. Aanpauu. Mr. English was not working upon the planning pur- 
pose of the Idaho Power Co.; he was working upon the statistical in- 
formation that represented the relationship of the project to the power 
that was needed. 

Senator Kerauver. Do I make myself clear to you, Mr. Aandahl, 
that when Mr. Seaton, head of the Interior Department, says, and you 
knew he said it, that he has information from the Federal Power Com- 
mission’s record that it was not planned for excess capacity, you knew 
that was what Mr. English had passed upon and might revise if he 
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wanted to. I am wondering why, in the light of those circumstances, 
you did not pass this letter on to Nr. English or advise him about it. 

Mr. Aanpaut. I would be of the opinion that Mr. English’s study 
of the basic information that was submitted to him would be adequate 
and complete from a technical point of view. 

Senator Krerauver. Mr. Aandahl, you have always been for the 
building of the dams by the Idaho Power Co. and for the issuance of 
tax certificates, haven’t you ? 

Mr. Aanpant. I supported the position that the Department of 
Interior withdraw as an intervenor before the Federal Power Com- 
mission. I left the question entirely to the Federal Power Commis- 
sion to determine whether or not the license should be issued. I was 
satisfied with the finding that they finally made. 

Senator Kerauver. You can see that your position in favor of the 
withdrawal of the intervention of the Interior Department could 
account for your failure to notify Mr. English. Or did it have any- 
thing to do with your failure to notify Mr. English of the finding ef 
Mr. Seaton, the head of the Department ? 

Mr. Aanpant. Not in any way. 

Secretary Searon. Senator Kefauver, I think as the Secretary at 
this point I ought to say that I have complete and full confidence in 
the integrity of Secretary Aandahl. And I could not believe that he 
had any ulterior purpose in net informing Mr. English. 

And I repeat, sir, if I may—— 

Senator Kerauver. Yes. 

Secretary Szaton. I refer here to the testimony before the Federal 
Power Commission. Secretary Aandahl kiew of this letter of mine, 
its contents, and this morning I volunteered the information before 
this committee that subsequent to writing the letter of March 11, that 
I had been advised that the company. had submitted data to the Office 
of Defense Mobilization which pointed up its contention that excess 
capacity would be constructed. Now that was information that evi- 
dently was not before the Federal Power Commission at the time it 
held its hearings. At least» I do not so find in the record of those 
hearings. 

And all Mr. English does, as I said before, sir, and the record will 
bear me out, he is the technician who compares the statistics and data 
which are made available to him, or which he asks for, to see if the 
applications comply with the eriteria. Now the policy responsibility 
in that office rests with Assistant Secretary Aandahl, and any recom- 
mendations on policy which Mr. English might care to make, as I 
understand it, have to have Secretary Aandahl’s concurrence before 
they can be delivered. 

Senator Krrauver. But the point is, Mr. Seaton, it is clear here 
that Mr. English is the man who figures excess capacity; on that he 
makes his recommendations as to the percentage allowance for rapid 
amortization that he will recommend to ODM. Now you, and Mr. 
Aandahl, and everyone knew that was what he worked upon. Pre- 
sumably, Mr. Aandahl, or perhaps you knew, that he had previously 
made a recommendation of 60 percent, which apparently reflects a 
great deal of excess capacity. Then you in your study come to the con- 
clusion that it was not planned for any excess capacity. So it would 
seem to me that the very first thing to be done was that this informa- 
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tion, or the conclusion that you had reached, would immediately be 
transmitted down so that any alterations and recommendations, or 
any restudy, could be made immediately so that you would not be 
taking one position and Mr. English taking another position. 

Mr. Aanpanut. Mr. Chairman, I would like to— 

Secretary Seaton. Senator Kefauver, in the first place the final 
determination is to be made by the Office of Defense Mobilization. 
Secondly, if my letter had been the overriding consideration in the 
decision of the Office of Defense Mobilization, that Office would have 
to change the criteria which it had established. 

And I say again, that my letter is in criticism of the criteria under 
which that Office operated in the years 1951 down to the time this 
decision was made, which involved some 927 approvals of applica- 
tions of like nature. 

Senator Keravuver. Mr. Seaton, the people in the Office of Defense 
Mobilization have testified, and I think it is true, that they do not 
have the engineers and technical men to pass on these matters, that 
they rely upon the delegate agency, that is, that they rely upon the 
engineer and the technicians in the Interior Department to pass upon 
these matters of excess capacity and things of that sort. 

Secretary Seaton. Senator, I cannot speak of that from first-hand 
knowledge, but the Office of Defense Mobilization is the source of the 
criteria under which these applications are processed. 

Senator Krrauver. The testimony of Mr. Gray further was 

Secretary Seaton. And Dr. Flemming and Dr. Gray had before 
them my letter of March 11 protesting the granting of the apyplica- 
tion. 

Senator Kerauver. The testimony further was that they always re- 
lied, and that this is the only exception in which they have ever de- 
viated from it, on the recommendation of the Interior as a delegate 
agency. That is, since you do have the engineers and you are charged 
with this responsibility, they do not overrule the recommendation of 
~ delegate agency, and that this is the only case where it has been 

one. 

Do you know of any other cases where it has been done ? 

Secretary Szatron. No, Senator; I do not. Nor do I know that 
there have not been any other cases. I honestly do not know the 
answer to that question at all. 

Senator Kerauver. Mr. English, do you know of any other case 
where the recommendations of disapproval of the delegate agency, 
the Interior Department, have been overruled by the Office of Defense 
Mobilization ¢ 

Mr. Eneauisu. There have been some cases that we have recom- 
mended that they have overruled, due to dispersion—Interior has no 
control over dispersion. That is the final judgment of ODM. It is 
prepared by ODM, and they set the case on the dispersal requirements 
set up under their regulations. 

We have recommended cases to them and they have denied them 
on dispersion. 

Senator Keravuver. Of course, dispersion is a matter of where the 
plant is going to be placed. But take it the other way around, have 
you ever had a case where you recommended against a project where 
they have overruled you and granted it ? 

Mr. Eneuisu. No, not to my knowledge. 
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Senator Keravuver. That is out of how many cases; nine hundred- 
some-odd ? 


Mr. Eneuisu. 926. 

Senator Kerauver. The Defense Department is the one that recom- 
mends about this dispersion, isn’t it? 

Mr. Eneuisu. I think the Department of Commerce, Defense, and 
Atomic Energy. I think the three agencies are involved in dispersion. 

Senator Kerauver. They are the delegate agencies as to dispersion. 


But on the subject of power, you have not been overruled on any 
other case except this one, have you 


Mr. Enauisu. No; I have not been overruled. 

Senator Krerauver. The question comes down also to this: 

Apparently the Federal Power Commission, on the plan submitted 
in the application, found that there was not going to be any excess 
reserve, excess power. What changes were made in the size of the 
generators or in the plans, after they were submitted to the Federal 
Power Commission that would change this situation, Mr. English? 
Do you know ? 

Mr. Eneuisu. I do not know of any plans that were changed. 

Senator Kerauver. They submitted a plan to the Federal Power 
Commission at the time they received their license. I assume that 
contained the size of the generators and the kilowatt capacity, and so 
forth and so on, and on that submission for the license, the Federal 
Power Commission found no excess capacity. 

What change was made in the plan after the license was granted 
that would have brought about this excess capacity ? 

Mr. Eneutsu. There has been no change since they filed their 


amended application on February 1, 1954, outlining the number of 
generators and the capacity of each. 


Senator Kerauver. There has been no change / 

Mr. Eneautsu. There has been no change. 

Senator Krrauver. Then why did you recommend 60 percent in- 
stead of 35 which you recommended for anyone else ? 

Mr. Eneuisu. Because with that capacity installed on the Idaho 
system, it developed reserve over and beyond the normal requirements. 

Senator Krrauver. What is that, now? 

Mr. Enarisn. With the installation of Oxbow and Brownlee, in re- 
lation to the Idaho project, it developed excess reserve over and be- 
yond what was necessary to meet Idaho’s requirements. 


Senator Kerauver. I know. Iam talking about Brownlee and Ox- 
bow, the two dams in question. 


Did you find anything that changed the plans that indicated that 
these 2 dams would result in excess capacity, these 2 dams for which 
you recommended a fast tax writeoff ? 

Mr. Enauisu. The capacity installed at Oxbow and Brownlee will 
develop excess capacity over and above what Idaho system require- 
ments are, and on that basis I make the percentage recommendations. 

Senator Krrauver. So you disagreed with the Federal Power Com- 
mission’s finding? 

Mr. Eneuisn. I did not take the Federal Power Commission’s find- 
ings into consideration when I worked the calculations through. 


‘Senator Krravuver. You did not take them into consideration at 
all? 
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Mr. EneuisH. No. The basis was the application that was filed 
and notarized by Idaho Power and submitted to ODM, and referred 
to Interior. That was the basis our calculations were made on. 

Senator Krrauver. Doesn’t the Federal Power Commission have 
competent electrical engineers to pass on these matters or don’t they 
have their own engineers? They have quite an engineering section 
down there, don’t they ? 

. Mr. Eneuisn. I could not answer how they formulate their opin- 
ion there was not excess capacity in the project. I do not know. 

, penaiee Keravver. But you did not take this job into considera- 
tion ¢ 

Mr. Eneuisu. Not in formulating the calculations; no. 

Senator Kerauver. The figures you secured, then, were either from 
Idaho Power Co. or Ebasco Services, Inc. ? 

Mr. Enauisu. They were Idaho Power Co. figures. 

Senator Keravuver. You got them from nowhere else ? 

Mr. Eneutsn. They were submitted to me from ODM. They were 
submitted to ODM, and they referred them to us. 

Senator Kerauver. You relied wholly upon them? 

Mr. Eneuisn. On the application, as submitted to ODM. 

Senator Kerauver. Senator Dirksen, can we have a short session 
this afternoon? I know you have some other questions to ask, and 
I have some more. 

Senator Dirxsen. I don’t know. It depends upon the floor situa- 
tion. 

Senator Keravver. Mr. Seaton, what is the situation with you and 
your associates? If we have a short session at, say, 2:30—if we 
find we can—would it be possible for you and Mr. English and Mr. 
Aandahl to come back ? 

Secretary Sraton. I believe we would be available, Senator. It is 
not the easiest thing to do, but I would be glad to come back, sir. 

Senator Kerauver. We will appreciate it. 

Then let’s set it at 3 o’clock. We will find out immediately, and 
if you do not hear from us, we will be here at 3 o’clock. 

(Whereupon, at 1:20 p. m., the subcommittee recessed, to recon- 
vene at 3 o’clock p. m., of the same day.) 


AFTERNOON SESSION 


Senator Kerauver. We will continue these hearings. We will now 
try to let Mr. Seaton get away as quickly as possible. It might be 
that we can finish with Mr. Seaton and then have Mr. Aandahl and 
Mr. English stay a little longer. 

Secretary Seaton. Mr. Chairman, this morning you requested the 
job description for Mr. English. We now have that. ith your 
permission I would like to pass it to you, sir. 

Senator Keravver. Is there any objection to placing it in the 
record ? 

Secretary Seaton. No, sir. 

Senator Keravver. It will beso placed. 
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Secretary Seaton. I might suggest the pertinent information is 
at the bottom of page 1 there that you have in your hands there. 

Senator Keravuver. Yes, sir. The whole document will be placed 
in the record. But Mr. Seaton says the pertinent information is at 
the bottom; it reads: 


Under the general supervision of the Assistant Secretary for Water and Power 
Development, is responsible for the continuation of the residual functions of the 
Power Supply Division, and other functions of the Defense Electric Power 
Administration (abolished as an agency June 30 1953), consisting of: 

(a) Processing of applications from electric utilities for certificates of neces- 
sity for rapid tax amortization allowable under section 124A of the Internal 
Revenue Code. This process consists of : 

1. Examination and analysis of all documents comprising the applications for 
completeness and applicability to established expansion goals. 

2. Determination of eligibility, in whole or part, for rapid tax amortization. 


Is that correct ? 

Secretary Szaton. That is correct. 

Senator Keravver. This will be made a part of the record. 
(The job classification is as follows :) 





> 


Under the general supervision of the Assistant Secretary for Water and Power 
Development, is responsible for the continuation of the residual functions of the 
Power Supply Division, and other functions of the Defense Electric Power 
Administration (abolished as an agency June 30, 1953), consisting of : 

(a) Processing of applications from electric utilities for certificates of neces- 
sity for rapid tax amortization allowable under section 124A of the Internal 
Revenue Code. This process consists of : 
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1. Examination and analysis of all documents comprising the application for 
completeness and applicability to established expansion goals. 

2. Determination of eligibility, in whole or part, for rapid tax amortization. 

38. Obtaining from applicant any additional data or documents required for 
processing the application. 

4. The application of voluminous and complex criteria, involving some exercise 
of judgment and an extensive knowledge of utility systems, to the determination 


of the appropriate percentage of the facility cost to recommend for rapid tax 
amortization. 


5. Determination of need for and appropriate provisions of amendments and 


other supplementary actions with respect to necessity certificates previously 
issued. 


This program represents an aggregate of over $4 million worth of utility con- 
struction, most of which is still considered current business and subject to 
amendment and supplemental actions. 


(b) Power supply and defense mobilization studies as directed by ODM, to 
provide load and capability data for mobilization planning. In this function 
incumbent analyzes, classifies, and interprets data supplied from a number of 
sources, pertaining to production capacities of electric utilities, current and 
projected ; loads as reported by utilities, current and projected ; and requirements 


of the various classes of consumers, such as AEC, military, producers of metals, 
chemicals, abrasives, etc. 


(c) Administers a power-curtailment program by areas as the need may arise. 
This function involves the advance determination of necessity for curtailment 
through current load and capability data; the organization of the power pro- 
ducers and consumers on a voluntary basis; the devising and issuance of a gov- 
ernmental order permitting utilities to abrogate firm contracts without danger of 
suit, when necessary ; and administering such order. 

(d) Determines need for assistance by a Government agency, on either an 
‘informal or a formal basis, in expediting delivery of essential equipment or 

materials in special cases where delay in completion of a power project will 
threaten direct interferences with defense production. 


(e) Other functions pertaining to the power-expansion program as may be 
assigned. 

Senator Kerauver. Mr. Seaton, and Mr. English, you have both 
testified that the criteria as of the present and during the time you, 
Mr. Seaton, have been Secretary of the Interior, were the same as 
those established back in 1952, or 1950. That is on page 1, the fourth 
paragraph of your statement, Mr. Seaton: 


The records of our Department appear to establish that the criteria under 
which the Idaho Power applications were reviewed are the same criteria estab- 


lished in 1952. 

Is that your understanding, Mr. Seaton ? 

Secretary Seaton. Yes, Senator. It is my understanding; as I 
stated here, I think, there was an alteration in the date of the goals 
for X number of kilowatts or milliwatts or whatever it was, but, to 


the best of my knowledge, the criteria is the same as that established 
in 1952. 


Senator Kerauver. Yes. 

Secretary Seaton. The criteria under which these applications 
were processed. 

Senator Kerauver. Yes. The goals were increased, but the basic 
criteria were the same. 

Secretary Seaton. That is my understanding, sir. 

Senator Kreravuver. Is that your understanding? 

Mr. Encutsu. That is my understanding, sir. 

Senator Keravuver. On page 13 of Mr. Gray’s statement, the five 
criteria are set forth. Have you examined those? 

Secretary Sraton. No, sir. I have not seen that statement. Is 
there a copy available? 
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Senator Keravver. Did you examine this statement ? 

Mr. Enautsu. No; I have not. 

Mr. Bennett. Is that the statement of May 25? 

Mr. Dixon. Page 13. 

Senator Kerauver. It is very brief. Suppose I read them and ask 
if these are the criteria. 


(a) Both applications were filed within the time limit specified in the goal. 
(0) Applicant must comply with the provision of the goal that its added 


capacity to deliver power will be available by December 31, 1958, or the certifi- 
cate be invalid. 

(c) The site of the power development is in a dispersed location, outside 
congested urban areas and away from major military installations and key 
defense industrial facilities. 


(d) The capacity to be added by these projects fits within the total quantity 
covered by the goal. 


(e) Other hydroelectric power developments have been certified in the past 
when all requirements of the pertinent goal were satisfied. 

Are those the criteria ? 

Mr. Eneuisn. With the exception, yes, of (¢). That is under full 
control of ODM. 

Senator Kerauver. Then all of the criteria apply to Interior except 
(c) which has to do with the dispersal location, is that correct? 

Mr. Enouisu. That is correct. 

Senator Kerauver. Now, gentlemen, these are criteria that you base 
your recommendations on; is that so, Mr. English? 

Mr. Enouisu. They are. 

Senator Kerauver. These are the same criteria that you have had 
since 1952 or whenever it was, or 1951? 

Mr. Enauisn. Yes. 

Senator Keravuver. Is that correct? 

Mr. EnouisH. That is correct. 

Senator Kerauver. Is that your understanding, Mr. Seaton? 

Secretary Seaton. Yes, that is my understanding. 

Senator Krerauver. Mr. Seaton, you say here in the second para- 
graph of your statement, you had a number of informal confer- 
ences with Dr. Flemming, and finally you were requested by him on 
March 8, 1957, to comment on the granting of these proposed acceler- 
ated tax amortization certificates. Was that a request in writing? 

Secretary Seaton. No, Senator Kefauver. It was a request which 
came by telephone. 

Senator Kerauver. What was the purpose of the request ? 

Secretary Seaton. Well, the purpose of the request, as I attempted 
to outline, was that he wanted me to offer him a letter which is the 
letter of March 11, outlining my objections to the granting of the tax 
amortization certificates in question. 

Senator Kerauver. You had previously explained to him that you 
were opposed to it? 

Secretary Seaton. In oral conversations. That is indicated by my 
statement here, a number of informal private conferences, yes, sir. 

Senator Kreravuver. Do you know whether he agreed with you or 

Secretary Szaton. I cannot speak to that, Senator Kefauver. 

Senator Kreravuver. You mean you do not know whether he agreed 
with you or whether he did not? 

Secretary Sraton. No, sir; I do not. 
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Senator Keravuver. You did in a number of conferences with Dr. 
Flemming state your opposition, and he asked you for a formal 
letter-—— 

Secretary Snatron. That is correct. 

Senator Kreravver. Setting forth your points of opposition—is that 
correct ? 

Secretary Searon. That is right. 

Senator Keravuver. Is this your opinion alone or did Mr. Aandah] 
agree with your position about your opposition to the granting of the 
certificates ¢ 

Secretary Seaton. I cannot testify to that, Senator. I assume Mr. 
Aandahl can, if he thinks he is so privileged. 

Senator Keravver. Do you want to ask him ? 

Secretary Seaton. He was fully informed of the letter and of the 
contents of the letter, as both he and I testified this morning. 

Senator Kerauver. Can you throw any illumination on that matter, 
Mr. Aandahl? 

Mr. Aanpant. I think that the information the Secretary sent over 
to Mr. Flemming was an additional point of consideration that should 
be brought to his attention. I think it was properly sent over. 

Senator Keravver. You do not want to state whether you agreed 
that the certificates should be issued or should not be issued ? 

Mr. Aanvant. I do not think I would care to comment on that. 

Senator Krerauver. You did at one time recommend them ? 

Mr. Aanpanu., That is correct. 

Senator Keravuver. That was in 1955? 

Mr. Aanpauu. 1955. 

Senator Kreravuver. That was before Mr. Seaton came in, is that 
correct, as Secretary of the Interior? 

Mr. Aanpauu. Yes. I signed the report on October 25, 1955, and 
then there was a followup letter on April 27, 1956. And both of those 
were appreciably in advance of Secretary Seaton coming into Interior. 

Senator Krravver. You never signed any other report or any other 
recommendation ¢ 

Mr. AAnvaut. No. 

Senator Krravuver. Ordinarily, in recommendations on these mat- 
ters, you have handled them, have you not, Mr. Aandahl, that is, you 
have signed for the Interior Department ? 

Mr. Aanpauu. That is correct. 

Senator Krravver. Is this the only instance that the Secretary 
himself has made a recommendation for or against, over his own 
signature ? 

fr. Aanpaun. No. There have been a number of occasions when 
the Under Secretary or the Secretary has signed communications to 
the Office of Defense Mobilization with respect to the overall problem. 

I think I am the only one who has signed recommendations with re- 
spect to specific applications. 

Senator Keravvrr. Except on this occasion ? 

Mr. Aanpanu. Except on this occasion. 

Senator Keravver. How did it happen that there was in this case 
a recommendation by Mr. Seaton and not by you? 

Mr. Aanpauu. Well, it is always in order for the Secretary to per- 
sonally pick up responsibility and correspondence of any kind. 
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Senator Krrauver. Whenever he wants to? 

Mr. Aanpaui. Whenever he wishes to. There is no precedent 
about that arrangement at all. The Assistant Secretary handles the 
routine as it comes, and oftentimes if there is correspondence or 
memorandum that involves policy the Assistant Secretary will refer 
it to the Secretary. We are very careful as assistant secretaries to 
keep our work in harmony with the wishes of the Secretary. 

Senator Kerauver. In other words, if the Secretary does not agree 
with the Assistant Secretary or Under Secretary, or if he wants to 
handle it personally, then it is his prerogative to write the letter and 
set the policy. 

Mr. Aanpau. That is correct. 

Senator Kerrauver. You did understand Mr. Seaton’s letter of 
March 11 to be a policy statement in connection with Idaho Power, 
Mr. Aandahl? 

Mr. AANDAHL. Yes, sir. 

Senator Kerauver. The policy was never passed on down the line 
so far as Mr. English was concerned ¢ 

Mr. Aanpanu. That is correct. 

Secretary Seaton. Senator Kefauver, If I may say, I think it would 
have been most improper had the policy been passed down the line to 
Mr. English, because, if I may, I would like to emphasize again what 
I said this morning, Mr. English is a technician, as the job description 
bears out, and as it asserts in that respect. 

And it would be most impossible for me to attempt to influence him 
in his appraisal of statistics and technical information. That is his 
sole responsibility and that is his sole authority. 

I should not attempt to influence him in his appraisal of or analysis 
of computations of what he considers to be technical facts, nor should 
Secretary Aandahl. It is up to us to override him as a matter of policy. 

Senator Keravuver. I think there might be something to that, except 
for two matters. 

The first is that when the policy is set, it is supposed to go all the 
way down the line. 

The second is that Mr. English was basing his percentages of depre- 
ciation on the amount of excess capacity or the reserve which you had 
found was not present. 

Secretary Sraton. Senator Kefauver, I based my conclusions on the 
opinion of the Federal Power Commission. 

Mr. English based his conclusions on the criteria under which he 
was working issued by the Office of Defense Mobilization. Is that 
correct, sir? 

Mr. Eneuisu. I didn’t understand. 

Secretary Seaton. You based your suggestion as to whether there 
was excess power on the criteria which you were working under ? 

Mr. Enouisn. That is right. 

Secetary Seaton. The Federal Power Commission opinion, when 
they dealt with the question of excess power, they were dealing with 
the question of excess power and you were dealing with the question 
of excess power so far as the Idaho Power Co. system was concerned, 
as you were compelled to do under the criteria which controls your 
actions. 

Senator Kerauver. That is my understanding of what you said this 
morning. 
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Mr. Enouisu. That is right. 

I think we should state further that the opinion of the FPC may 
have been based on different criteria. We were not aware of what the 
Federal Power Commission used in the way of statistics in their state- 
ment, that there would be surplus power. They may have used some 
index that was beyond the data that were filed with the application. 

Without knowing that, I could not judge what basis that they were 
forming the opinion on. 

Senator Kerauver. Generally, the Federal Power Commission is 
the agency of Government that studies and is in an expert position to 
determine how much power a particular project will produce, in pass- 
ing on the license, in this case, when these representations were made 
to them by the Idaho Power Co., the applicant. 

So that I would think that, Mr. Seaton, feeling that was the su- 
perior and the regularly established Government agency for deter- 
mining such matters, one would go by their findings. 

I am very much surprised to find that Mr. English in considering 
the matter paid no attention to the FPC findings and took the statistics 
of Idaho Power without reference to the FPC which made an appar- 
ently different finding. 

Mr. Aanpanu. Figures of that kind have been submitted to us in 
every application and have been the basis of determining the recom- 
mendations that were made. Those figures are submitted to the 
Office of Defense Mobilization and then sent off to Interior for analysis. 

And that has been the basis of our determination in all cases. 

Senator Keravver. Has that been going on for a long time—years 
and years? 

Mr. Aanpant. I would like Mr. English to supplement that, the 
detail on that. 

Senator Keravver. Is that a new procedure? 

Mr. Encuisu. That has been the procedure that has been followed. 

Senator Krravver. All the way through? 

Mr. Enoutsn. Yes. 

Senator Kerauver. Since 1951 

Mr. Eneisn. Yes. 

Senator Keravuver. During the time Mr. Dryer was down there? 

Mr. Eneutsu. Also, Mr. Dryer approved a number of those appli- 
cations based upon that formula. 

Senator Kerauver. You are Mr. Dryer? 


STATEMENT OF EDWIN JASON DRYER, FORMER DEPUTY ADMIN- 
ISTRATOR AND GENERAL COUNSEL, DEFENSE ELECTRIC POWER 
ADMINISTRATION, DEPARTMENT OF THE INTERIOR 


Mr. Dryer. I am Mr. Dryer. 

Senator Kerauver. Are you the head of this division—— 

Mr. Dryer. No. 

Senator Kerauver. You heard about this procedure. When did 
you leave there? 

Mr. Dryer. I left in 1953. Before that time I was Deputy Admin- 
istrator and General Counsel. 

Senator Keravuver. Is that when DEPA went out of existence? 

Mr. Dryer. About that date. 
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Senator Kerauver. How large was the Division when you were 
there ? 


Mr. Dryer. It varied but between 60 to 70 people. Not all at one 
time. 


Senator Krracver. Mr. English, how many do you have there 
under you now ? 

Mr. Enoutsu. Three under us and the secretary. 

Senator Kerauver. Two or three? 

Mr. Eneutsn. Three of them and myself. 

Senator Kerauver. Three under you and that is all? 

Mr. Enouisu. We work together. They are not under me. We 
are under the direction of the Assistant Secretary Aandahl. 

Senator Keravver. Are these other gentlemen engineers ? 

Mr. Eneuisx. Jordan is an electrical engineer. 

Senator Kerauver. Does he work on tax amortization ? 

Mr. Eneuisn. No. 

Senator Kerauver. What does he work on ? 

Mr. Eneutsu. On materials, allocations. 

Senator Kerauver. Civil defense ? 

Mr. Eneuisu. No, Mr. Taylor works on civil defense. 

Senator Krerauver. Who works on tax amortization ? 

Mr. Eneuisn. I do. 

Senator Kerauver. Who does? 

Mr. Eneutsnu. I do. 

Senator Keravuver. Are you the only one? 

Mr. Enoutsn. I am. 

Senator Kerauver. You are the whole department on that? 

Mr. Eneuisn. I am the whole department, so far as calculations and 
so forth are concerned. 


Senator Kerauver. Is that the same function you had 60 or 70 doing, 
Mr. Dryer? 

Mr. Dryer. We had 60 or 70 doing functions the 3 of them are 
engaged in. We were functioning, of course, during the Korean 
emergency, but there were active material controls and the manufac- 
ture of equipment for more power generation. We had to schedule 
the production of most items, major items of power equipment. We 
had to do that for a large portion of our personnel were engaged in 
material control problems. Another large portion was engaged in 
the question of programing power supply. And as a part of that 
function, the review and recommendations on applications for electric 
service. 

Senator Krravuver. I don’t want to go into that detail now. You 
can testify here later. But it has been said here the criteria were the 
same; is that your understanding, Mr. Dryer, all during this period? 


Mr. Dryer. I have heard the testimony this morning and I have 


read the prepared statement of Mr. Gray, and that is about the extent 
of my knowledge of what has gone on before this committee. 

And there is a fundamental confusion on the matter of these criteria. 
There are actually three different kinds of criteria. And, in talking 
about them, there seems to be some misunderstanding as to what eri- 
teria for what purpose. 

First of all, there are what I would normally call the normal re- 


quirements which have to be met before an applicant for a certificate 
of necessity would be considered. 
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Those are the matters of the timely filing of the application, the 
fact that the process falls within the numerical limit of the goal; that 
the project will become completed by whatever completion date is part 
of the current regulation ; and compliance with dispersal requirements. 

Those criteria which are the formal requirements—lI call them 
that—are different from the criteria which Mr. English has been ap- 
plying, and different, also, from other fundamental criteria which 
phases the whole program. 

The criteria that Mr. English has been applying, applied in the 
agency when I was in this program, have to do with determining the 
percentage that a particular company will get for a particular project, 
if it is otherwise qualified. 

Those criteria were set out in published memorandum form. And 
the last volume of it was published in May 1953 as a manual by which 
men like Mr. English could take a particular application for a neces- 
sity certificate and process it in terms of determining what would be 
the appropriate percentage, and also working out other routine and 
technical features of the application such as the exclusion of any land 
or the exclusion of placement and other pure material matters. 

We had perhaps 8, 10 or 12 working on this at any one time. And 
many of them were loaned to the agency for shorter periods. 

So the operation was set up in a manner that people could readily 
be trained as to what these particular criteria were, and they could 
apply it, using their technical knowledge of how facilities planned 
their load facilities, so they could prepare uniform reports. 

I haven’t seen any discussion of the criteria dealing with the neces- 
sity of defense relationship of the certified process. And perhaps that 
is because, in the electric-power field, that set of criteria were applied 
to the defense power program. 

The defense power program consisted of a series of processing which 
had already been selected as to their essentiality in carrying existing 
loads or loads that would be existing at the time those plants came 
into being. 

You must remember we were dealing then under circumstances of 
material controls, and very limited availability of manufacturing 
capacity for this particular equipment. And just every generating 
plant was not going to be built. 

There had to be a selection of the plants that those materials would 
be allocated to, selected in terms of their need to carry the load. 

Those selected plants became and were known as the defense power 
i ae That package of plants which were already selected on the 

asis of what might still be called a fourth set of criteria, essentiality 
carryover. 

That package, that set of plants, was considered in terms of criteria 
as to necessity and defense relationship which appeared in the Na- 
tional Resources Board order at that time; subsequently in a Defense 
Production Administration Regulation 1. 

Senator Krerauver. Does the set of plants you are talking about 
include the Idaho Power plant ? 

_ Dryer. Not at the time. I am talking about 1951, 1952, and 
1953. 

Senator Kreravuver. Were the criteria the same as have been dis- 

cussed here today ? 
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Mr. Dryer. I will just complete my attempt to draw the distinc- 
tion between the different types of criteria, and then I can answer that 
question better. 

The fact that there are different criteria for different purposes ap- 
pears in the regulation itself, No. 1. 

Section 2 talks in terms of the criteria for the determination of 
necessity. 

Senator Kreravver. Is that the basic regulation that you are talk- 
ing about? Will you identify that paper, Mr. Dryer ‘ 

Mr. Dryer. What I had in mind is DPA Regulation 1, as amended, 
February 14, 1952. It happens to be the copy of a regulation which 
was passed. That would be the copy which I have in my own file. 

Senator Keravuver. Is this a copy of it? 

Mr. Dryer. That isa copy of it; yes. 

Senator Kreravuver. Let it be filed and made a part of the record. 

(DPA Regulation 1 is as follows:) 


(DPA Regulation 1 as amended February 14, 1952; effective March 1, 1952] 
DEFENSE PRODUCTION ADMINISTRATION 
TITLE 32A—NATIONAL DEFENSE, APPENDIX 
CHAPTER V—DEFENSE PRODUCTION ADMINISTRATION 
[DPA Regulation No. 1, as amended February 14, 1952] 


Rec. 1—ISSUANCE OF NECESSITY CERTIFICATES UNDER SECTION 124A OF THE 
INTERNAL REVENUE CODE 


The following regulations are hereby prescribed by the Defense Production 
Administrator with the approval of the President pursuant to the authority 
contained in Executive Order 10200, dated January 3, 1951, and section 124A of 
the Internal Revenue Code. 


Sec. 


. Definitions. 
. Criteria for determination of necessity. 
. Criteria for determination of portion of the adjusted basis attributable to defense 
purposes for computing the amortization deduction. 
. Procedures and responsibilities. 
. Exercise of powers of Certifying Authority. 
AUTHORITY: Sections 1 to 5 issued under sec. 216, 64 Stat. 939; 26 U. S. C. Sup. 124A; 
. O. 10200, Jan. 3, 1951, 16 F. R. 61. 


oO, why 
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Section 1. Definitions. As used throughout this regulation: 

(a) “Emergency facility’? means any facility, land, building, machinery, or 
equipment, or any part thereof, the construction, reconstruction, erection, in- 
stallatio.., or acquisition of which was completed after December 31, 1949, and 
with respect to which a Necessity Certificate has been made. 

(b) “Emergency period” means the period beginning January 1, 1950, and 
ending on the date on which the President proclaims that the utilization of a 
substantial portion of the emergency facilities with respect to which Necessity 
Certificates have been made is no longer required in the interest of national 
defense. 

(c) “Certifying Authority” means the Defense Production Administrator. 

(d) “Necessity Certificate” means a certificate made by the Certifying Author- 
ity pursuant to section 124A (e) of the Internal Revenue Code, certifying that 
the construction, reconstruction, erection, installation, or acquisition of the facil- 
ities referred to in the certificate is necessary in whole or in part in the interest 
of national defense during the emergency period, and stating the portion of 
the adjusted basis thereof which has been determined to be attributable to 
defense purposes within the meaning of such section 124A (e) for computin: 
the amortization deduction under section 124A (a). 

(e) “Material” means raw materials, articles, commodities, products, sup- 
plies, components, technical information, and processes. 
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Sec. 2. Criteria for determination of necessity. Determination will be made 
by the Certifying Authority as to whether the construction, reconstruction, erec- 
tion, installation, or acquisition of the facility (in whole or in part) is neces- 
sary in the interest of national defense during the emergency period. 

(a) Material or service required for national defense. In making the deter- 
mination of necessity, a determination will be made that the material or service 
to be produced with the proposed facility is required in whole or in part in the 
interest of national defense during the emergency period. A material or service 
will not be found to be so required unless it is directly required for the Armed 
Services of the United States or auxiliary personnel, for civil defense, for the 
Atomic Energy Commission, or for any operations or activities in connection 
with the Mutual Defense Assistance Act; or unless it is necessary for the pro- 
duction of a material or service directly required in the interest of national 
defense during the emergency period, or unless it is otherwise necessary in the 
interest of national defense. 

(b) Shortage of facilities for the production of material or service required 
for national defense. In making the determination of necessity a determination 
will be made that at the time of the beginning of construction, reconstruction, 
erection, installation, or acquisition of the facility, there was or is an existing 
or prospective overall shortage of facilities for the production of the material 
or service produced or to be produced by the facility sought to be certified. Con- 
sideration will be given to the necessity for and adequacy of facilities for the 
production of a material or service in a particular region, the necessity for 
standby capacity, and any other factors contributing to or threatening a short- 
age of facilities for producing such material or service. A shortage will be 
found to exist only with respect to facilities required to meet expansion goals 
determined by the Defense Production Administration. 

(c) Other considerations. In making the determination of necessity, consid- 
eration will also be given to other factors such as new or improved technology: 
assurance of a fair opportunity for participation by small business; the promo- 
tion of competitive enterprise; the competence, performance record, and other 
factors bearing upon the ability of the applicant to construct or acquire, and 
manage the proposed facility ; location of the facility with due regard to military 
security and dispersion criteria and standards; the degree to which the facility 
will alleviate the shortage of production ; other forms of financial assistance pro- 
vided by the Government; the availability of manpower, housing, community 
facilities, transportation, and other factors of production. All existing or pro- 
spective shortage of facilities for the production of a material or service neces- 
sary in the interest of national defense will not be considered alleviated by: 

(1) The acquisition of the productive assets of a going concern or second- 
hand facilities unless: 

(i) Clear prospect of a substantial increase in the usefulness of such facilities 
for national defense exists and such increase cannot be obtained by other prac- 
tical means; or 

(ii) Substantial loss of usefulness for national defense would probably result 
in the absence of such acquisition. 

(2) The construction, reconstruction, erection, installation, or acquisition of 
that part of a facility which is or will be used in lieu of existing facilities, except 
to the extent considered extraordinary and necessitated by reason of the emer- 
gency. 

Sec. 3. Criteria for determination of portion of the adjusted basis attributable 
to defense purposes for computing the amortization deduction. Determination 
will be made by the Certifying Authority as to the portion of the adjusted 
basis upon which the amortization deduction under section 124A (a) shall be 
computed. 

(a) In determining the portion to be certified the Certifying Authority will 
consider the probable economic usefulness of the facility after five years and 
the additional incentives to the minimum amount deemed necessary to secure the 
expansion of industrial capacity in the interest of national defense during the 
emergency period. For this purpose, consideration will be given to such fac- 
tors as the character of the business, including the source, amount, and nature 
of the materials required for the expansion and the material or service to be 
produced, the manufacturing or servicing processes involved, normal deprecia- 
tion rates, expansion in competitive fields, the extent of risk assumed, including 
the amount and source of capital employed, the potentiality of recovering capital 
or retiring debt through tax savings or pricing, the relative expansion needed, 
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the economic consequences of the location of the facility due to security or other 
emergency factors, increased costs due to expedited construction or emergency 
conditions, and the historical background of the industry; the extent to which 
the facility is being or will be used in lieu of existing facilities; assistance to 
small busness and the promotion of competitive enterprise; compliance with 
Government policies, e. g., manpower and dispersion; and other relevant factors. 
Land will not ordinarily be certified. The percentage certified shall be closely 
related to the provision of other financial incentives provided by the Gov- 
ernment to encourage the construction of facilities, such as direct Government 
loans, guaranties, and contractual arrangements, so that these incentives sepa- 
rately or in combination will secure the needed expansion at minimum cost to 
the Treasury. Where percentage certification patterns for individual industries 
are established, adjustments upward or downward may be made for special 
factors. 

Sec. 4. Procedures and responsibilities—(a) Application form. Formal ap- 
plication shall conform to the standard form prescribed by the Certifying Au- 
thority, and shall be executed in the manner and by the person prescribed by 
the form. The standard form of application for a Necessity Certificate may 
be obtained from the Defense Production Administration, Washington 25, D. C., 
or from Department of Commerce field offices. 

(b) Classified information. If the application or its filing would involve the 
disclosure of information which has a security classification, the applicant shall, 
prior to the filing of his application, request instruction from the Government 
agency with which he has classified contract relations. 

(c) Filing of application. All applications for Necessity Certificates shall be 
filed with the Defense Production Administration in Washington, D. C., and 
shall be deemed to be filed when received by that agency. 

(d) Time of filing applications, and cases in which determination of neces- 
sity must be made before beginning of construction. (1) Application for Neces- 
sity Certificates for facilities the construction, reconstruction, erection, or instal- 
lation of which was begun or which were acquired prior to March 1, 1952, or 
for facilities acquired on or subsequent to March 1, 1952, must be filed before the 
expiration of (6) months after the beginning of such construction, reconstruc- 
tion, erection, or installation, or the date of such acquisition. 

(2) Applications for Necessity Certificates for any building, structure, or other 
real property, or for the installation of facilities which will become an integral 
and permanent part of any building, structure, or other real property the con- 
struction, reconstruction, erection, or installation of which is begun on or after 
March 1, 1952, must be filed prior to the beginning of such construction, recon- 
struction, erection, or installation. 

(3) (i) Facilities in any one location involving the construction, reconstruc- 
tion, or erection of any building, structure, or other real property, or the installa- 
tion of facilities which will become an integral and permanent part of any build- 
ing, structure, or other real property, and which are estimated by the applicant 
to cost $100,000 or more, excluding the cost of land, the construction, reeon- 
struction, erection, or installation of which is begun on or after March 1, 1952, 
will not be eligible for certification within the meaning of these regulations 
unless a determination of necessity is made by the Certifying Authority as evi- 
denced by the issuance of a Necessity Certificate or a Letter of Predetermination 
prior to the beginning of such construction, reconstruction, erection, or installa- 
tion. 

(ii) The term “Letter of Predetermination” shall mean a written communica- 
tion to the applicant from the Certifying Authority stating that there is a short- 
age of the facilities for which certification is requested, that the material or 
service to be produced thereby is necessary in the interest of national defense, 
and that thereafter the beginning of construction, reconstruction, erection, or 
installation of the facilities for which certification is requested and will not in 
itself prejudice the applicant’s eligibility for a Necessity Certificate. 

(4) For purposes of filing within the meaning of subparagraphs (1) and (2) 
of this paragraph, the following definition shall apply : Construction, reconstruc- 
tion, erection, or installation is deemed to begin with the incorporation in piace 
on the site by the applicant or by any other person pursuant to any contract, 
understanding, or arrangement directly or indirectly for or with the applicant, 
of physical materials as an integral and permanent part of any building, struc- 
ture, or other real property (for example, the pouring or placing of footings or 
other foundations). Acquisition of land; engineering; contracting for con- 
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struction ; preparation of site; building of access roads; excavation ; demolition ; 
installation of service utilities required for construction; the fabrication, pro- 
duction, or processing of building materials or building equipment; or the ac- 
quisition of personal property to be installed in the building, structure, or other 
real property does not constitute beginning of construction, reconstruction, erec- 
tion, or installation. 

(e) Modification of regulations. The provisions of these regulations concern- 
ing time and place for filing applications for Necessity Certificates and the esti- 
mated cost of facilities to which paragraph (d) (i) of this section is applicable, 
may be changed by the Certifying Authority. Such change shall be made effec- 
tive not less than 15 days after publication in the Federal Register. 

(f) Referral of application. Each application, after acknowledgment, will be 
referred to that agency and officer of the Government according to its respective 
assigned responsibilities under the Defense Production Act of 1950, as amended. 
The military department or other Government agency directly interested in the 
production of the material or service involved in the application for certification 
shall on request of any agency or officer to whom the application has been 
referred, and may in any case, supply such information and advice as may aid 
the agency or officer in making his report and recommendation to the Certifying 
Authority. 

(g) Responsibilities of agencies and officers other than Certifying Authority. 
Delegate agencies or officers of the Government to which an application is re- 
ferred, shall be responsible for making a report and recommendation for specific 
action to the Certifying Authority regarding each application. Such report and 
recommendation shall be based upon a thorough examination and investigation 
conducted by the delegate agency or officer or by other competent Government 
agencies or officers. Such reports shall conform to instructions issued by the 
Certifying Authority. 

(h) Action by the Certifying Authority. After consideration of relevant fac- 
tors, including but not limited to the reports of the delegate agencies and officers 
of the Government, the Certifying Authority will take action upon the application. 

(i) Necessity Certificates. Upon approval of an application, a Necessity 
Certificate will be forwarded to the Commissioner of Internal Revenue and will 
constitute conclusive evidence of certification by the Certifying Authority that 
the facilities therein described are necessary in the interest of national defense 
and of the portion of the adjusted basis upon which the amortization deduction 
under section 124A (a) shall be computed. The Certifying Authority will not 
certify the accuracy of the cost of any facility nor of any date relative to the 
construction, reconstruction, erection, installation, or acquisition thereof. It will 
be incumbent upon taxpayers electing to take the amortization deduction to 
establish to the satisfaction of the Commissioner of Internal Revenue the identi- 
ties of the facilities, the costs thereof, and the dates relative thereto. 

(j) Further description after certification. (1) Where the actual description 
or cost of a certified facility varies or will vary so materially from the descrip- 
tion or cost in the application for certificate as to put in question the identity 
of the facility, the taxpayer may request an amendment of the certificate by filing 
a statement with the Certifying Authority setting forth the revised description 
or cost. 

(2) The statement should consist of four copies of an amended Appendix A 
setting forth all of the emergency facilities certified with their revised descrip- 
tions or costs, in the same order in which such emergency facilities were listed 
on the original Appendix A. However, where the original Appendix is lengthy 
and only a few variations or changes are involved, the four copies of the amended 
Appendix A may list only the facilities changed. In all instances, the amended 
descriptions or costs should be identified, by item and page number, with the 
descriptions or costs contained in the original Appendix A, and should be accom- 
panied by a letter explaining all changes with the reasons therefor. 

(3) If the Certifying Authority is of the opinion that the varied or changed 
costs or descriptions are within the scope of the original certification, the amended 
Appendix A will be forwarded by the Certifying Authority to the Commissioner 
of Internal Revenue for substitution for the original Appendix A attached to 
the original certificate to have the effect of an amendment thereof. A copy of 
the amendment will be transmitted to the taxpayer. 

(4) Although reasonable substitutions for facilities previously certified may 
be determined to be within the scope of the original certification, additional facili- 
ties, as a general rule, will not be considered to be within the scope of the original 
certification and will require a separate new application which may be subject 
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to the provisions of paragraph (d) (3) (i) of this section. The Certifying 
Authority may, however, afford a filing date for such separate application which 
will correspond to the date on which the application for amendment was filed 
for the facilities found to be outside the scope of the original certification. 

(k) Cancellation or amendment of Necessity Certificate. The Certifying Au- 
thority may (1) cancel any Necessity Certificate where it has been obtained by 
fraud or misrepresentation or has been issued through error or inadvertence, 
or (2) amend any Necessity Certificate for sufficient cause. 

Sec. 5. Exercise of powers of Certifying Authority. Any actions taken in ex- 
ercise of the powers and authority vested in the Administrator of the Defense 
Production Administration by Executive Order 10200, dated January 3, 1951, 
under section 124A (e) of the Internal Revenue Code may be taken in the name 


of the Defense Production Administration by the Administrator’s authorized 
representative. 


Effective Date: March 1, 1952. 


MANLY FLEISCHMANN, 


Defense Production Administrator. 
Approved : 


Harry S. TRUMAN, 
The White House. 


Senator Krravuver. Is that what you followed, Mr. English? 

Mr. Dryer. Mr. English followed criteria covered in section 3 of 
this regulation. That is the criteria for the determination of the 
portion of the adjusted basis contributable to the defense purposes for 
amortization deduction, because here you are determining what per- 
centage a particular plant got. 

Senator Kerauver. That is how much reserve there was, and based 
on that, the depreciation the plant was permitted. 

Mr. Dryer. There were a number of factors which were considered 
in arriving at that percentage. 

Senator Keravuver. In other words, you discuss what Mr. English 
is talking about in section 3? 

Mr. Dryer. Covered in section 3. 

Senator Kerauver. Is that correct, Mr. English ? 

Mr. Dryer. I will explain further as I draw the distinction between 
the different kinds of criteria. 

Senator Keravuver. All right, go ahead. 

Mr. Dryer. The group of selected projects that made up the defense 
power program were justified as a package to the Defense Produc- 
tion Administration for a necessity certificate—justified in terms of 
the criteria that appear under section 2 of this regulation. 

Now, the principal element on which the defense power program 
selected this list of projects, justified the necessity certificate, were, 
first, that there was a need for the additional capacity, if loads were 
to be carried. 

Senator Kerauver. If loads were to be carried? What do you mean 
by that ? 

Mr. Dryer. I mean, if the additional generating capacity is not 
going to affect that, the companies would not have been able to 
have met their load requirements. They would not have been able 
to serve all customers unless some form of action were taken. 

Senator Keravuver. Mr. English said here that he recommended 35 
percent accelerated depreciation on charges even though there was no 
provision for excess capacity above normal requirements. Could that 
have happened prior to July 1, 1953, Mr, Dryer? 

Mr. Drrer. This is a somewhat complicated subject. I am afraid 
it is getting too much into the details, creating more confusion than 

94133—57—pt. 1-24 
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I started by saying I wanted to clear up confusion among the differ- 
ent criteria. 

To answer that specific question, a plant that would be in excess 
of the loads existing at the time that plant came into operation would 
not have been included in the defense power program. They would 
have been selected out, because we had trouble enough getting plants 
to carry all of these different loads. 

Those existing loads were in excess of what would have been the 
normal loads assuming normal growth, through 1951, 1952 and 1953, 
and absent the Korean emergency. 

So I do not know what the situation is with regard to the Idaho 
Power Co. application. 

If the load at the time these plants come into operation are less than 
the capacity that will then exist, then we would never have scheduled 
the completion of those plants at that time, they would not have been 
included in the defense power program, or if included, would have 
been included a a later date, at such date as the load requirements in 
the area called for the completion of these plants. 

Senator Kerauver. Do I understand then that if the power that 
was going to be generated was to meet the normal growth such gen- 
eration would not have been selected as a part of the defense electric 
power program; is that what you are saying? 

Mr. Dryer. That is quite correct. 

It is impossible in this business to separate the defense, the semi- 
defense and the nondefense loads. There generating capacity goes 
into a transmission system and at that point it is lost in terms of any 
identity. 

What we did was to determine that the total loads, actual loads, 
in 1951, 1952 and 1953, were in excess of what they would have been 
on the basis of a normal projection of prior history, prior load growth. 

We assumed that to the extent those actual loads were in excess of 
a normal growth trend, that that excess portion represented the por- 
tion which was attributable to the Korean emergency, and was, there- 
fore, defense related. 

Senator Keravuver. It was on that excess load that the percentage 
of rapid tax amortization was based, is that it? 

Mr. Dryer. The fact that the utility companies were building a 
plant to meet actual loads in excess of what would have been normal 
loads was one of the several factors which justified the necessity cer- 
tificate for the total group of projects. 

That brings me back. Maybe at this time I better mention the 
2 or 3 other basic criteria that justified the necessity certificates in 
the Korean emergency period for electric facilities. 

One I have just mentioned was the fact that they were building 
capacity to meet actual loads, at a greater rate than normal, almost 
double the previously existing rate of generating plant in the 
locality. 

The second factor justifying the necessity certificate for this col- 
lective list of plants was that this construction was taking place under 
the emergency condition. Under emergency conditions, utility plants 
would have to be adopting substitute materials, would have to be in- 
stalling equipment of an older technology, to be incurring costs that 
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would be abnormal and would be permanently frozen into their 
plants. , 

We had two engineering companies that made studies as to what 
the extra cost of construction during a mobilization period, such as 
the Korean mobilization period would be. 

Those figures were broken down in part into the cost of overtime 
compensation; in part the extra cost because of using unsuitable and 
inferior equipment and older design; in part the extra cost of financ- 
ing when you are financing an abnormal rate of construction; and 
then the abnormal condition because of the material shortage and 
difficulty of getting materials under material control. 

The range of figures varied between the two companies, but in the 
aggregate the lowest aggregate was 15 percent extra cost and the 
aggregate at the highest extra cost came to 36 percent, extra cost of 
construction because of the construction under material controls and 
in a mobilization period. 

Senator Kerauver. I do not want to get into that. I do not want 
to hold up Mr. Seaton. We can have you testify later on that subject. 

Mr. Dryer. I would like to give you these criteria. These criteria 
are the criteria which were applicable in 1951, 1952, and 1953. 

The criteria which Mr. English has been discussing are the criteria 
which determined the percentage which a plant would get if it quali- 
fied under the first set of criteria, section 2. 

Senator Krrauver. Are they or are they not the same criteria? 
Mr. Dryer. I am not familiar with the situation after June 30, 
1953. 

Senator Kerauver. You have heard the testimony ? 

Mr. Dryer. I heard the testimony today and I have heard nothing 
with regard to the section 2 criteria. I do know that the facts of the 
matter are that most of these criteria, section 2 criteria, would have 
expired just by the passage of time. 

For example, the question of the extra cost of construction of ma- 
terials and so on, which justified the 35 percent. It expired with the 
expiration of the Korean emergency, the material goals and shortage 
of material and equipment. 

Senator Kerauver. Let me see if I understand what you said there. 
This 35-percent depreciation that Mr. English seemed to have allowed 
the normal cases was based upon the fact that there was a material- 
control program—is that right, Mr. Dryer—which expired; the 35 
percent was supposed to expire with the expiration of the materials 
control ¢ 

Mr. Dryer. There were two principal factors which justified the 
35-percent base percentage. 

Senator Keravver. What did they represent / 

Mr. Dryer. One was the extra cost of construction during a mobi- 
lization period and under materials controls. 

Senator Kerauver. When did material controls expire? 

Mr. Dryer. They expired at various dates. But by June 30, 1953, 
the materials controls except for a project relating to the atomic- 
energy program had virtually come to an end. 

Senator Krerauver. What was the other one ? 

Mr. Dryer. The other one was the need to assist companies in ob- 
taming financing for an abnormal rate of construction. This was the 
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second and other basic factor in justifying the necessity certificate 
to select this plant in the defense program. 

Senator Kerauver. In layman’s language, you mean that if you 
wanted them to speed up their construction, and found that money 
was costing more for that reason, you could make some allowance 
to compensate for those increased costs; is that it ? 

Mr. Dryer. What happened was this, you are asking a company 
to build at twice the rate of normal. It financed the plant in part 
by borrowing money, and in part they would have to provide equity 
money, borrow money from bonds and preferred stock. But also 
for each additional unit, preferred capital, you have to provide some 
bottom or else you cannot sell your bonds or preferred stock. 

That meant one of two things: You either supplied it out of earn- 
ings which, together with some common stock, you could supply the 
common-stock portion of the money you needed to build the plant, 
or you would have to go out and issue new common stock. 

Instead of doubling the amount of construction, you were doubling 
the amount of new common stock, you would have to move into it, and 
the normal limit that the market could absorb of this stuff. 

So they advised us that they had practical limitations on how much 
equity capital they could raise. 

Here is where the amortization figures come into the picture. 

Senator Keravver. Go ahead. 

Mr. Dryer. The Department of Defense on a short-term basis re- 
payable over 5 years, provided rapid tax amortization—provided the 
tax over 5 years—to repay those 5-year bank loans, and thus to that 
extent they were able to substitute short-term bank loans for addi- 
tional common-stock provisions. 

And it went a long way in solving what was otherwise a severe 
practical problem of getting this abnormal amount of generating ca- 
pacity financed. 

Senator Keravuver. In the absence of these two factors, that is, 
(1) the fact that they had the commodity controls that you said had 
expired by July 1 of 1953 substantially, or (2) the speedup of con- 
struction, requiring more equity capital; there was no rule granting 
the automatic 35-percent amortization on plants that were going to 
have no excess capacity. 

Mr. Dryer. Those two are the principal justifications for that. 
They would have ceased to have existed. 

Senator Krrauver. If that is the case, then, Mr. Seaton was right 
in his assumption that the criterion of not being planned for excess 
capacity was a proper criterion. 

Mr. Dryer. The position that Mr. Seaton felt dealt with the funda- 
mentals which are in section 2. But the real criteria, the fundamental] 
criteria, is whether the necessity certificate should be granted, even 
though we indicated it did not fit the criteria. The criteria did not 
fit the section 3 subject. 

Senator Kreravuver. The point that Mr. Seaton raised of objection 
in his letter of March 11 and your opinion did go to the fundamental 
criteria set out in section 2, is that your theory ? 

Mr. Dryrr. That is right. I have not read the letter. I am only 
familiar with what has been said about it today. 

Senator Kerauver. You heard it read here / 
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Mr. Dryer. I heard it read. 

Senator Kerauver. Mr. Aandahl, you may proceed. 

Mr. Aanpauu. I have some basic information, I think, that is quite 
pertinent to the question of selectivity as it has been used in recom- 
mending certificates of necessity. 

From the beginning of the program to December 1952, certificates 
of necessity were allowed to 539 utilities, representing 18,517,355 
kilowatts. 

From the period December 19, 1952, to April 31, 1957, certificates 
were granted to 387 utilities, representing 17,170,100 kilowatts. 

And in the later period, there was a carryover of applications from 
the earlier period that were completed and processed as well as new 
applications. 

Now, in those same periods, from the beginning of DEPA to 
December 31, 1952, certificates of necessity were denied in the amount 
of 1,153,800 kilowatts, representing an investment of $174 million 
in round numbers. 

And in the subsequent period, beginning on January 1, 1953, up 
to date, certificates of necessity were denied representing 5,726,750 
kilowatts, and an investment in round numbers of $1,116 million. 

Senator Keravuver. Mr. Aandahl, what is it you are reading from? 

Mr. Aanpant. I am reading the totals of the applications that were 
denied. And we will be glad to submit these calculations for the 
record. 

Senator Kerrauver. Do you have the totals of the applications 
granted and denied ? 

Mr. AanpDAHL. Yes. 

Senator Keravuver. Will you submit them for the record ? 

Mr. AanDAHL. You may have it. 

(The two tabulations are as follows :) 


Certificates of necessity denied 
FROM BEGINNING OF DEPA TO DEC. 31, 1952 


























; 
TA-No. | Company Kilowatt | Amount of 
capacity | application 
| 

7117 ee NE OS cintntadirniienaicnendmidnandatthes ...-| 160,000 $12, 200, 000 
5600 PR: TCU Eioit cs oo ens edlitewieuwadewandndwudedctude | 165,000 19, 500, 000 
5729 Southwestern Public Service 00... conic ccc icici sesecene cc ccewewclese eilege 166, 796 
wee. he Bia cssaena tb alnhancciedituhin Caden nan Ratan Rebeaucabeddtcateneees 18, 750 3, 291, 194 
5731 7 bewenakeu 487, 127 
5735 3, 249, 761 
57% 282, 765 
5273 8, 165, 623 
5274 118, 200 
5276 204, 203 
5278 112, 400 
5279 285, 253 
5280 157, 490 
5281 90, 111 
5282 41, 621 
5285 ébaeiie 65, 296 
5754 ’ 207, 890 
5982 | Mississippi Power Co-____- eR HS SN Ran NS Seeae At AMET 1, 089, 138 
5940 | Virginia Electric & Power Co... .....--.---------------------------- | 60,000 12. 600, 000 
6288 | Northern States Power Co.....-.........-------------------+---+--+- 60, 000 6, 849, 954 
6289 i TE CD iSite cers cemrinyycntie cue swyexpaucegets 40, 000 9, O11, 415 
6640 Union iectene Power Oe... RS WE IR ARS 1, 925, 000 
6706 sok est ttl Weahds srarctensiietarmntwitat ae canst n dl edeanae lige st dab cvibdifabitetaralcia heim 4, 420, 
6895 IN. CIN ireciewnnrsecadonwunenb nun he cae Use, foc iveseteones 13, 420 
Te 1 CEE i ets crn ewwitvinwnewawenthunse si cvelebeweos ...| 100,000 6, 722, 877 

849 CN ice ncnruennechicinnanamneneiine rerchteunainaawt winced 200, 000 21, 904, 011 
5407 | Cleveland Electric Iluminating Co.....................-......------|---.-.---- 219, 850 
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Certificates of necessity denied—Continued 
FROM BEGINNING OF DEPA TO DEC. 31, 1952 





TA-No. | Company | 














Kilowatt | 
| capacity | 
5563 Niagara Mohawk Power Corp | 160,000 | 
5738 | Southwestern Public Service Co- | | 
57329 | do_. sik ° | 
5741 | tate eitk atbedon ddl ccbabdce é is | 
5743 | eT aad Ca eieiaeta | 
5RR0 Consolidated Gas & Electric Light & Power of Baltimore. “ss 
wes. 4. -c2Rdacicsis be bbecen othe | 
5884 do. } 10,000 | 
5946 | Idaho ee) ERT OTE ee - | 
5947 | do. |-- . 
6127. | Arkansas Power & Light Co- | 80,000 
6129 | c ” y | 
ont * 1.0. ‘ 
6141 Mississippi Power & Light Co sae ‘ 
6142 |__...do she 
6683 Southern California Edison Co_--__- a bere 2 / Rs 
6724 ‘ SOO ES cchceenh tus els tel = na fobs 
7487 Northern Arizona Light & Pow er Co... é | 
7488 : do sl ehtkkhe ae windy 3. 300 
7491 | Arizona Public Service Co. el i il lieing ee 60, 000 | 
weee Fe cle Bi iia SD, a ce SOU 
al sietnirin ned = ih tm 
7494 | OS een : | 
7517 South Carolina Electric & Gas Co.___.._.-.-----------__- Ln | 
12881 | New York State Electric & Gas Corp ect arlene cian | 
13337 |. WRUd cate le ti deagsd en dab eb as nd adewe 
6912 | Arizona Public Service Co., Inc. dail. du ghcienysee 56s " - 
5442 | do_- ; > 
13458 Ok a i a 5 ed bec asaroabocs | f 
5737 | Southwestern Public Service Co-_- 2 . 
5742 Mb tencckans: = 3 ‘ 
5744 i ce rie wecteaataie oiled : 
734 Pacific Gas & Electric Co__-_________------__- . 
8296 BE SA ea PV eee ee ee ee eee 2 
9104 Se Seater a ice cece atic eacieainemn sicarhanii ee 
9105 | ee meee 6 Le ens et else aaseae | 
ee ae Ba s hi ah hotee. 
meee! F, ccas do-- : 4 z . ; 
9108 a ee ae ary eee eerere en 3 ces tetddsenbes ieee geo 
9109 do-- Deeg she icukinaD pasa afieseonn ° : 
9112 ..do-- Bieta es ; shit 
9113 ili cet ot a cadadertans inteviewer cirmese Sas ‘“ 
9114 a Seat Oiniinibatie Geib ition ss ss osaubes eye besos aan wee 
9115 nde < ‘ ry nad 
9116 do... | 
9117 ieee ee Coe ete Cr 823 | 
9118 aa cei arette . | 
Sees toe do_. ala » be | 
9120 lin entpecne ow “ | od 
Beer)” hoon —2 iededecon<- . 
9122 ie a ee ee ee | 
9123 eh a aemeisne ao 
9641 | SE ea ae : 
ON eM hi cesar ‘ j te asckt 
12568 | ____- ee Aare eon : -| 
12570 end Ra a Seba ataiaasene ; | | 
12572 piece ae ints i. 
12573 CR ee da sis otek ae: and 
557 Georgia Power Co_- iat s = ae 
8584 Public Service Electric & Gas Co. (New Jersey) _- Py jal 
12574 Pacific Gas & Electric Co_._.__-.-.-.-..-- ; scl 
12575 St ane ater ll atin cares hn a am 
12577 Is thie chtbcnaplaninde tien sitedees | | 
13466 RESTA SARIN ARE Sree a te i a | 
14440 do-- 3 
14441 TD acy is pets ee . | | 
14443 ..d0.. i cote 
14447 ces “ a | | 
14996 ie Ie hoe . pl 
15016 baal es bheccetaaapa at ate an een sa etn canines Gnd oI he econ | 
16017 }....- aa i tei ies nae e cau mel shitictselelkaobaned } 
15018 a aiine : " adie eee 
15020 |_ A St en SF atid chee Sbhel ihe ceiee oe | 
10914 Public Service Electric & Gas Co (New Jersey) Es ee a Se 
i ee Ae ch abetnthanenmnananadlmannenctat 
13431 | Southern California Ex NONI oT Ra eo Lisi ase tial 
2) Ccepueeeenen mpenceree apparmemmeme OO. em nde can |éaamenocae | 
129380 j....-. RS ko oo ob damnasansasibwetiadinmdncink | 
13846 |...-- aa a eT lad ehidieleial | 
11548 Consumers Power Co 


Amount 


of 


application 


$15, 725, 
85, 
79. 
19, 
27 

622, 
154, 
63, 
643, 
91, 
9, 262, 
308, 
345, 
418, 
243, 
18, 
10, 
380, 
503. 
6, 460, 
1, 540, 
312, 
259, 
98, 
116, 
8, 
188, 
40, 
58, 
61 
47, 
13, 
13, 
223, 
84, 
57, 
53, 
34, 
46, 
6, 
76, 
104, 
85, 


361 


650 


, H2 


823 
415 


2, 949 


127 
706 
484 
497 
Oo 
0Q0 
000 
215 
500 
862 
397 
00 
000 
000 
000 
000 


7, 000 
, 739 


231 
190 
800 
980 
657 
424 


, 424 


612 
389 
130 
882 
840 

587 

200 
244 
352 
160 
535 
630 
568 


, 570 
, 194 
3, 112 
, 547 
, 663 


022 
655 
452 
430 
022 
179 
740 


, 868 
, 098 
. 235 
9, 860 
000 
000 


288 
186 
832 


, 052 


623 
meme) 
744 


719 


, 055 
, 078 
5, 200 


550 


5, 500 


, 000 


740 


, 806 


1, 025 


7 Rm 
od 





| 

| 
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FROM BEGINNING OF DEPA TO DEC. 31, 1952 
TA-No. Company | Kilowatt | Amount of 
| | capacity | application 
} } 

12857 Ce ee eg eee ee enc ucncneowdeeelenen ee $219, 700 
en | | eC no ee ee ace a clean el eee 6, 244 
war | Petenewieetie--.--.-......ss2-.,.-.2ct.e tee Ase 9, 912 
16275 ne ee IT noo eee esc k bb acccacescuccebeaeneeses 14, 372 
12946 Cee ee enna aie mibcisiig sass charm cisieneticveha Roane eal 10, 506 
16408 i ml ee Ne pe a te ge ey Fine ec paper A alee aa ished tty faded 2 16, 614 
a ee. aE en ern enema ee ee eS res Sy ae a cepeshiieimea 12, 521 
See 0: Perea RU EI I en ee ne ee ee et heat mooted 28, 600 
ee 0 ee Gaul. eee aS Seka SI REL ol uae ations ace tooaaoaues 41, 000 
ee ee ee 59, 240 
14448 |....- Teen ee ee ins Pane eee nan emdeaaemmnm nce ectnmemm ne 9, 298 
NE isc a a oie ienet tediden cnn caueuccdeles beccceseuse nensacee Ia cee, 14, 913 
BE 0 MR oc ee tn oh cake iecsunccncntakcosdaekasecaunansonsncde AS 2a ak 27, 215 
MEY. Siicxe sc SUMIIINIA aves ocean euosesir ne bolicassaedn eassbd ebb exserecuncohesah beacons detpreicirack oeobive extoeoreoienty Suara a 51, 776 
16349 = |..-.-- SIIIG » <i sich acd ermsesereibdea alga ein tehavtn nse araeteasationm-ehcaiaigs wine -xieeaeue aac Coa ee ee 8, 807 
16390 = |.-..- dob cic, 4 Sotaciscrcertae leech phe lake copa ine ots bile aassaugd a ins aancis Dapeng iw 20, 293 
16548 |....- ie cicwud avcoaen cook cbckwccirascsecsceceecoiscecdee Seen See 11, 265 
16549 |___.. io sca teunsinsncncagi cccknssacanseedocetusancssnxsemn dee 25, 230 
16550 = j..... ria ic sali ba beaslealinicnSianntacelrencea iano ineceie aeni aechendrte piensa eieinieeinen Geen oun S cccurwitnd ta 43, 300 
16553 Seen ee eee an ee rn tee a ghmafadineaiein eee 11, 799 
8865 Cipremend Bisntris Titumineting Oo... occ cc ncn ck co SLRS 12, 475 
8866 cathe = scar iaebditen teed dais Ladi soli abeetctth anidnietin’ ine tase oo ea iets oidareabhiity nioasntin ian pd Se : 18, 875 
ET on Baw a ark tak cee tere citeaitretes nin edadneGekars awailesernetiphntreceteienaiaiieh ae aie ae 24, 515 
15021 Pacific SO BES SIR thse cactccccuscccnsevcsencosdien vex ei 36, 966 
15023 das Ei ances peaehnaphacetatomtemsaee taieaptininivatacietan Grinarecidaueenar ebenaeaetee cele u 8, 152 
16328 SPN nislis coded adireck tial 6 ina, aga lot aaieneecsiceeeannaation i mievectieinkue ockt ele tere a eee Gee 48, 000 
16552 ssh NINN neces ltesecaue iene tn ascii encontrado editions tha dans aoe tenant aaiivacaearte eagles Seaman 153, 858 
Wee 1.23 a Oe ese de ee a eee | ro 220, 359 
17349 sZgeian i attra: sceseask eels ental to otersoanensataahbtncahdiaote a oecanis cide dcaininmsmareabcabine ic getiatin eesceee aaa 10, 670 
17350 a Sicdtha ck cxck <cawicwnmandonsdcte tolews odueuunaunnunnnd teh aeee ee ‘ ~s 12, 063 
17351 Diiotincatvssbiansicnetnepenueiinmpand kamwetonanheuacnnsimcee aia 13, 453 
17352 EE Inte seid dcoticch aia Mead head dencs Osage Keane as oat aamahonin welin oa gn ated dooeaten aat aE 89, 775 
TOME ixeccs Piacntbaidhce teadiocdpansatpe-eassa<tmahcpGindnniglngemeieans eminem uaies oxy ade pa 17, 329 
17355 sai I na a ES SG a 223, 200 
17358 j...-.- Nc ss uaeed aivstiwanteh ak-ae'oebciealieininueibuwaae ee ecipecerenankiod tees 188, 294 
17535 j....- Isc ceatcniicolne ss candhanavapenie incdcoseseinanrdnic tis bovacacick ooviatinieice is cbagebesa uote oak oad 155, 900 
17536 occ srardvciice eerie cote aocnemineaeh inte deecitia sai Gemartaradccatenicinietnnminale cle te Soe ee 106, 148 
ea A hal Jac cities inlhcaiaiaeihees ahh ice tecacaanttctansee ueie-s ab alae cs eicme nina oars Medea 121, 201 
17795 arctica otis ain bis raed bub indi ikea eon Aeibinmeoeninoneoneatixa teal 47, 064 
17800 EN ec ieeaacee aR g Aetna weed iomcmsieme 55, 418 
17834 .do So deesenceee 4 6, 172 
15743 Public Service Electric & Gas Co. (New “Jersey)- | 401, 000 
16327 South Carolina Electric & Gas Co. ....__-_-.------------ 53, 471 
19282 I dhe sdasiercalaidiiaa cintaldatediaitatiia sauna tian ialethetteciaapanan 48, 728 
19283 ts caiibiaeces age ee 30, 800 
19284 ..do esis eet ale Oe aes a cee .| 30, 800 
16595 Ohio Power Co_ Re Jenkieieit Gnas sted Thiel s dhe ee sae 85, 583 
17538 Pacific Gas & Electric Co....____-_------------- 61, 050 
17357 icone IMR si cies Mich laid ink ted kinin sh cahetigicdieas in cn ea Mabe ct aa tes whee bk Milena ee Meese a tale 153, 732 
17678 = ‘ aioe aa - Saks x 105, 728 
ee | hk. che io Pek chkdsk ebeabsintes wowenmpnawelintae 60, 114 
19287 “South Carolina Electric & Gas Co_...------------------ inwenapdandelten ck. Tat 13, 234 
14683 Pacific Gas & Electric Co-- Bae ero 2 58, 411 
16447 b cbket ehMac Von dehddn helen bblale dda ctadtnn soe as 168, 700 
| NE A sch ns wrsesidiatnntdicinmminnitiins anvniter dat » 56, 200 
17539 PL dettelthdbsa cecbbdd lis cdahkibtes wadibbunbhthatigsidn ctudaslee aie cnn 25, 733 
17541 SR batinlgt-dbacrecva nc aiicigickica abo bart tencins thoeide bo eteronsiendae Ge Hiss. wos 17, 680 
Seem lensed MGA a <ib tS ia Accsmniguien nite sthecaidmanmeamecandauewsesaeaen |. sed 84, 102 
oe Ns i ik, wud intbtnned jeditiadebtead eves sdicuktcaaee a 24, 198 
a7708' j....4 Ba iheesciatciad dint napaintn ghia Si esve we ireen'cgpee i 64, 350 
18383 SI dedi kst tna phabnuinndnmhicabamambet k Sata 302, 930 
18710 Ohie Power RI entuinn shins nécbiniimmne dae emetetehed<aean Sie 1 ohh ak ae 354, 713 
16388 Pacific Gas & Electric Co_- bed JiS ac oek 235, 290 
17540 Yee a ee Ke odennslgbdyaielvuatsiee eal 81, 696 
177 do. a 637, 951 
ee Se ETE $ Jive. 562 254, 287 
20880 | --.-. OA ci tans nedhsdibnnacingisvipcitinemrnr sation nerenra-cind Sia by 127, 265 
21147 Wali: | 1, 042,415 
20842 Niagara Mohawk Power t Corp.- ibitiphepssewdnhs honbdetapeeped ots 3 115, 450 
20851 |_---. tN itis dace rece ok than tel nskpiernwoneen oe 251, 314 
21007 ER ielitebikatdentans tipi alebdiiceedaiee ete nqmaipitin aackveldik< sipbilekeas Abdel | 87, 986 
21011 Sisal tdi a teiintrncbbanehirnignks anak tre ‘ 139, 930 
18062 “Cleveland Electric Mumin: ating Co... ~ 106, 724 
20180 RI IID, oo cnindechacdwwenendcaussyeneyendnuews Re Eek 652, 292 
21418 Citizens Utilities Co_- Leennebe wee . Ase 36, 918 
21469 Paces toes & Mictsie Co... ...... noon wenn cc nce Sal LT piu, at. ie 948, 628 
Flic TINGED Dench ewes dpsccossancvaen aaepieieins Beebe sas} 363, 012 
21471 | LM, ch od tad bias acaba abso: it iianeownia 957, 600 
21540 .do.. cane baltteeha Gili se i-mate gai ones pn sa as cx a Seo ote sah tpn nc ang aed 2, 421, 130 
20083 |.._.. OE acl sarests caetauaniiniacnisionmenses nee 198, 749 





a nim nn 
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24250 
22440 
24998 
25039 
25134 
7100 
14323 
14682 
16546 
25216 
25509 
25958 
26370 
26387 
26421 
26422 
372 
26373 
26724 
26569 
26570 
26957 
26956 
27332 
27512 
27552 
27304 
27524 
27966 
28445 
28604 
28670 
29403 
29745 
29616 
29537 
29566 


| 








| West Penn Power Co 
| Consumers Power Co 


| Southern California Edison Co__----.--- 


FROM BEGINNING OF DEPA TO DEC, 31, 1952 


IN REGULATED INDUSTRIES 





Company Kilowatt 
capacity 
Iowa Electric Light & Power Co-_-_.---- ic blcsaad 5, 000 


Lincoln Service Corp . area 
Community Public Service =. 


Ohio Power Co_- , a =: . Pitre 


Total 





Monongahela Power Co-.-..-_----- 
Philadelphia Electric Co 
a8... <2 - 
California Electric Power Co_- 
Pacific Gas & Electric Co 
.do 
-do___ i ae 
Niagara Mohawk Pewer Corp. 
Pacific Gas & Electric Co___. 
Central Main Power Co. 
Pacific Gas & Electric Co 
Appalachian Electric Power Co 
Pacific Gas & Electric Co 
_do 
.do 
_do — 
Texas Electric Service Co 
Pacific Gas & Electric Co 


d sth daieatiasons 
Ohio Power Co___- sais 
Central Ohio Light & Power Co_ 
Pacific Gas & Electric Co 
California Electric Power Co 
Pacific Gas & Electric Co 
ia crash piaaiosiostearaedraenighenersr inane tniniosstue eh ocesnincanioniint | 
i clas ssaoeninaene selene tncndiibiaineniamnemieneherdies sittetecdenal 
Northern States Power Co...-..-------- il wala cetetuacniate ad 
— a eetaccietiaasocbamenneanesl 

» a — eae jul | 

ES Ee 

Citize ns Utilities Co_-- 

0. s — evesewenee 
Connectient Lig ht & Power Co._.....----.---- saadedaiatatsniicenlaRSodese 
Southern California Edison Co_--_- 


a ol enainioemmpinemniial SSL 
Public Service Electric & Gas Co. (New Jersey) 
Southern California Edison Co.....--- 
Citizens Utilities Co- 
Detroit Edison Co 
Long Island Light Co-___- 
Northern Indiana Public Service Co__-- 
Dallas Power & Light Co-_. 
Boston Edison Co-__. ae 
Southern California Edison Co__._-_------ Ee Santee 
Se NE AOU). ccwcenernucsncevesesaseseccess= : 
Central Illinois Light Co_._...--- la cata a ath iacaliahliaiets ‘ 
Wheeling Electric Co___- 
Philadelphia Electric Co a paehabiid adie 
Dallas Power & Light Co...................-- es ; | 
Western Massachusetts Electric Co 


| Deepen meenoaree ©0........ .005.66..---200-05~- 


do. __. eilitch cieeieiaiahcataeicasincie 
Union Electric Company of Missouri. __- 
United Iiluminating Co_....-...-- 
Pacific Gas & Electric Co 


a | . la pelea sqoonedsoianl ashes 


6... itwene 
I ia ren teiaintnniemespwet 
Citizens Utilities Co-_-- 


Toledo Edison Co---- sapalbentiioii 
Consolidated Edison Company of New York, Inc........--------.---| 
Northern Indiana Public Service Co ; 

Gulf States Utilities Co___- 


wee ccccceccceccesccoces oe secesacecescos) 


~ 100, 000° 


30, 000 


| 


2, 000 | 
125, 000 
100, 000 | 
106, 000 


109, 000 
312, 500 | 
300, 000 | 
450, 000 | 
156, 250 | 
2, 500 
520, 000 | 
156, 250 
139, 000 
115, 000 


“125, 000 | 
100, 000 | 
175, 000 | 


75, 000 | 
165, 000 


156, 250 | 
125, 000 | 
300, 000 | 
130, 000 | 
100, 000 | 


Amount of 
application 


$4, 011, 836 
39, 000 
863, 730 
111, 165 


1, 153, 800 | 


W 4, 016, 314 


753, 333 

145, 535 
873, 354 
464, 000 

24, 115, 000 
15, 056, 520 
40, 469. 000 
365, 324 
219, 500 

21, 800 

423, 000 

21, 439, 000 
45, 000, 000 
35, 900, 000 
104, 192, 000 
19, 666, 000 
659, 000 

87, 513, 444 
39, 390, 000 
26, 000, 000 
12, 390, 000 
3, 420, 000 
1, 214, 200 
158, 990 

17, 724, 000 
133, 150 

2, 496, 500 
2, 000, 000 
7, 969, 000 
1, 960, 000 
1, 532, 500 
338, 500 
15, 943, 000 
23, 100, 000 
951, 400 
154, 500 

50, 000 
375, 000 
19, 659, 000 
23, 120, 163 
89, 070, 000 
21, 745, 000 
15, 150, 000 
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Certificates of necessity denied—Continued 
FROM JAN. 1, TO APR. 31, 1957—Continued 


Company | Kilowatt} Amount of 
| capacity | application 


31073 | Central Louisiana Electric Co_..-...-..--- be ictensa ene me 

31138 Commonwealth Edison Co--_---~- i ee MDa cain eine ee 305, 000 

31139 do SE EL PRR me Bape eee Saal ; 205, 000 | 
31165 | Atlantic City Electric Co_____. béecdeccouunes fia ws 

31014 Southern California Edison Co_._.-....-.----------- 

31064 Niagara Mohawk Power Corp eorners 

30922 Southern California Edison Co-_-__.......----- 

31159 Citize “i Utilities Co__....---- 

31157 Mice 

31134 Ohio hones Co... 

31130 .do_- “cal aia sts fal aerials encberbeooiabacsanenale 

31129 Appalachian ‘Electric Power Co_ 

30820 | Pacific Gas & Electric Co-_- 

a PS OO ih dita 

30848 an __.d0- ints nur iotinsesaia bereioe ate 

30884 = cae Were tia te 

30886 EL o <vduicencndncubuwed cme aaetted 
30885 i.e... Shae ie aS athe deh eae onde der occ ck see ee 
30887 tot eee ak Sa Se ee j 

30889 =» =} G0... 

30890 |__...do_. 

30891 tect RR 

30892 
30893 
30894 
30947 
30948 
30949 
30950 
30776 
30780 
30774 
30819 
28568 
32216 
32217 
32220 | 
32221 .do 

31579 | Cleveland Electric Iuminatin; 
31087 Public Service Electric & Gas 
30816 | Philadelphia Electric Co 


besesees! 
SSSSSssssssssssssssesss 


on 





EEENS 


tt et 


:BSREESIEESEE 


% 
a 
S 
S 


3 
S 





a a ne ee '5, 726, 750 | 1, 116, 285, 771 





Senator Keravuver. Incidentally, we asked for certain information 
with reference to amortizations generally, and also in the electric power 
field in the last few years. After the information was furnished I 
asked the staff to get up a chart illustrating it. 

rok is the chart on all certificates, in all fields, from November of 

950 through the fourth quarter of 1956; is that correct ? 

ae Bratr. Yes. 

Senator Krerauver. Now, the amounts are in the solid lines and the 
numbers are in the black dotted lines. 

It shows that there was a peak in 1951 to 1952, during the Korean 
war and it leveled off. Then a smaller peak beg: in about the middle 
of 1955, which leveled off about the middle of 19! 56. 

I also asked the staff to prepare the same information for electric 
utilities based on the same reports. The second chart shows the first 
half of 1955 almost no certificates; the second half, almost 7 million 
kilowatts; first half of 1956 a little more than 5 million kilowatts; 
second half less than a million kilowatts; and 1957, in May, about half 
a million kilowatts. 

Let these two charts be put into the record. 
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Mr. Aanpanv. You understand, Mr. Chairman, that for the period 
in the beginning of 1955 the goal was suspended, and then it was finally 
reopened with an increased goal, being increased from 117 million kilo- 
watts to 150 million kilowatts. And where you see those peaks is 
where the processing started again after the goal was opened. 

Senator Kerauver. Yes; that has been explained. 

Mr. Aanpau. And it is a perfectly normal result to expect from 
the processing that took place. 

Senator Kerauver. Anything else, Mr. Aandahl? 

Mr. Aanpaut. No. 

Senator Krerauver. Is this the whole regulation, this DPA Regula- 
tion No.1? Has it ever been repealed ? 

Mr. Dryer. I don’t know. I believe it is still in existence, but I 
would be glad to check that. 

Senator Keravver. Mr. Aandahl? 

Mr. Aanpaat. I will ask Mr. English. 

Senator Krerauver. Mr. English, is DPA Regulation No. 1, effec- 
tive March 1, 1952, still in existence ? 

Mr. Eneuisn. As far as I know, I have no knowledge of its being 
repealed. 

Senator Kerauver. Mr. English, what have you been doing 

Mr. Aanpanu. Mr. Chairman, I have an analysis here which was 
just brought to my attention. In the regulations issued by the Na- 
tional Security Board on October 26, 1952, section No. 2, which has 
been referred to, deals with whether it is in the interest of the na- 
tional defense during that emergency period, “and what portion of 
the facility is attributable to defense purposes”—that provision was 
in at that time. Now, then, the Defense Production Administration 
regulation, dated March 1, 1952, omitted the clause “and what por- 
tion of the facility is attributable to defense purposes.” And the 
program has been used since then without that provision. 

Mr. Dryer. May I correct you there, sir. 

The original regulation is as you pomted out. Then in the DPA 
regulation they broke section 2 into two sections, which then became 
section 2.and section 3. And section 3 carries the latter part of that 
title that you mentioned. 

Senator Keravver. Is that true, Mr. Aandahl ? 

Mr. Aanpant. The analysis from which I am reading is one that 
was made by our Solicitor’s Office. And I am now looking at section 
3. And the statement in the analysis that we have there is that sec- 
tion 3. corresponds to section 4, and deals with procedures and re- 
sponsibilities. But I haven’t had an opportunity to digest just what 
is in that provision. 

Senator Keravuver. Mr. Dryer, let me get this point squared 
away 

Mr. Aanpaut. I think, Mr. Chairman, probably we should submit 
a statement for the record in answer to this specific question, because 
I am not sure in the light of the comments that have been made. 

Senator Keravuver. Mr. Dryer, your point is that the sections in 
the 1951 document have been renumbered, but all the parts of DPA 
Regulation 1 of March 1, 1952, is the same material and same sub- 
stance; is that correct? 

Mr. Dryer. Yes. 
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Senator Kerauver. You are sure of that? 

Mr. Dryer. Yes. If this regulation is not in effect, Senator, I will 
check and inform you. 

Mr. Aanpaut. And from the analysis that I have here there is 
some question about it, and we will check that and verify it for you. 

Senator Kerauver. You check that and let us know, 

Senator O’Mahoney. 

Senator O’Manoney. In order that my mind may be clear on this, 
I would like to addvess this question to both Mr. Dryer and Secretary 
Aandahl. 

I gather from what I have heard since I came into the room that 
the regulations and the criteria governing the issuance of accelerated 
amortization certificates were modified sometime in 1953. 

Mr. AanpauL. We are talking about 1952, modifications in 1952. 

Senator O’Manoney. That is what I am trying to get you to clear 
up. Ihave the impression that the modifications which made it easier 
to obtuin amortization certificates, than had been the case previously, 
were adopted—I will modify the question—sometime in 1952 or 1953; 
is that correct ? 

Mr. Dryer. No, sir, that is not correct. ‘There were minor changes 
in the criteria in 1951, 1952, and 1953, which aren’t pertinent to this 
discussion. As I pointed out, perhaps before you came in, there are 
three different types of criteria. One was the former requirements 
that had to be met before an applicant could be considered, principally 
matters referred to in Mr. Gray’s testimony. 

Secondly, there were criteria as to whether the defense relationship 
of a facility would warrant granting a necessity certificate. These 
criteria are set out in section 2 of the Defense Production Adminis- 
tration Regulation 1. And as far as I know, they were not discussed 
at all in this morning’s session. The practice which justified necessity 
certificates for the power program in 1951, 1952, and 1953 were such 
as largely expired through the passage of time in 1953. And what, if 
anything, has replaced them, I do not know. 

Senator O’Mauonry. You said there were three categories ? 

Mr. Dryer. There are three. I haven’t uttered the third yet. The 
third category is criteria for determining what percentage a facility 
will get if it is otherwise eligible in terms of meeting section 2 criteria. 
This last set of criteria are criteria that are referred to in section 3 
of DPA Regulation 1. And this last set of criteria are the criteria 
which are being embodied in national form, and as to which Mr. 
English has been implying, when he did not go into the facts in a 
particular case, these criteria determine what percentage of a project 
will get it qualified on the first set, that is, under section 2 regulations, 

Senator O’Mawoney. Defense regulations were in category 2? 

Mr. Dryer. That is right. 

Senator O’Manoney. Emergency regulations in category 2? 

Mr. Dryer. Right. 

Senator O’Manoney. Are those categories still required ? 

Mr. Dryer. I don’t know. 

Senator O’Manonry. Were they required when you were in the 
‘Government ? 

Mr. Dryer. Yes, sir. 

Senator O’Manonry. When did you leave the Government ? 
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Mr. Dryer. June 30, 1953. 

Senator O’Manoney. So, up until June 30, 1953, do you wish this 
committee to understand that the defense criteria and the emergency 
criteria were still in force and had not been modified ? 

Mr. Dryer. That is right. 

Senator O’MAanoney. Have they been modified ? 

Mr. Dryer. I do not know what has happened since June 30, 1953, 
except insofar as some of the basic factors which justified the pro- 
gram in 1951, 1952, and 1953 have just ceased to exist, as a matter 
of fact. 

Senator O’Manonry. What was the nature of those basic factors? 

Mr. Dryer. One was the existence of a mobilization with tight 
materials and materials control, and the hardships and extra costs 
of constructing a facility during a mobilization period, which, ac- 
cording to engineering firms who advised us, represented an extra 
cost of between 16 and 36 percent, extra costs due to construction 
during the mobilization period. 

Senator O’Manoney. When mobilization ceased to exist, then these 
basic criteria also ceased to exist ? 

Mr. Dryer. That is right. 

Senator O’Manoney. But defense relationships, and emergency 
relationships still continued ? 

Mr. Dryer. We measured defense relationships 

Senator Kerauver. As far as the law is concerned, Senator 
O’Mahoney ? 

Senator O’Manoney. No; as far as the regulation is concerned in 
the Department. 

Mr. Dryer. We measured—— 

Senator O’MAnonery. Won’t you please answer the question, Mr. 
Dryer? Defense relationships and emergency relationships in cate- 
gory No. 2 continued up until the time when you left the Depart- 
ment, namely, June 30, 1953 % 

Mr. Dryer. As we conceived these criteria and as we applied them 
and understood them at that time, the defense relationship and emer- 
gency relationship ceased to exist from the time that the Defense 
Power Administration was abolished. 

Senator O’Manoney. Secretary Aandahl, do you agree with the 
testimony that has been given by Mr. Dryer? 

Mr. AANDARL. Its application is in question. As I understand the 
testimony, the emergency requirements and the defense requirements 
were used as a measure of limitation on the certificates of necessity 
that were granted, and unless a utility fitted into that category, the 
certificate of necessity was not allowable. 

Senator O’Manoney. I understand that. 

Mr. AANDAHL. Now, since the period Mr. Dryer was referring to, 
we have continued to be very much concerned about emergency and 
defense requirements, and we are making provision to meet those 
requirements. And one of the means of doing that was increasing 
the goal under this program from 117 million to 150 million kilowatts. 

And I have failed to see by the testimony that Mr. Dryer has given 
to what extent this particular category that was used in processing 
these applications had any appreciable effect on the number that were 
rejected. And the overall analysis shows that there was a greater 
rejection in the subsequent period than in the earlier period. 
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Senator O’Manonry. What about the categories themselves, the 
defense category and the emergency category or criteria in determin- 
ing whether or not certificates should issue? Have they been changed ? 

Mr. Aanpant. No, they have not been changed. 

Senator O’Manonry. The requirements are precisely the same now 
as they were on June 30, 1953? 

Mr. AanpaHL. Except that we have not made it an intermediate 
step to evaluate the specific relationship of a particular utility to 
the emergency situation, being of the opinion that any increase, any 
substantial increase in the generating capacity of the country would 
help to build up the reserve capacities to what would be needed under 
emergency circumstances. 

Senator O’Manonery. AsI understand your analysis of the problem, 
it is simply this: during some period after you became Assistant Sec- 
retary, the application of the defense criteria and the emergency 
criteria to individual applications was abandoned, and you based 
your judgment rather upon what the overall contribution of the new 
power capacity would have toward producing a larger goal for general 
use. 

Mr. Aanpant. That is correct. And I haven’t been able to see 
where the limitations that have been referred to in the earlier period 
have had any appreciable effect. 

Senator O’Manonry. You both have been very helpful to me in 
trying to clear up my mind on this matter. I have reached this con- 
clusion, that before June 30, 1953, every individual application for 
a tax amortization certificate stood upon its own feet ney pp judged 
as to defense and emergency criteria, whereas now the individual ap- 
plications do not stand on their own feet, but are analyzed in con- 
nection with whether or not, in the opinion of those sponsoring the 
issuance of the certificate, they will contribute to the general goal, 
so that a power certificate might be issued for power that would go 
only to civilian consumers, if by chance that would result in releasing 
other power from some other unit, some other powerplant, some 
other place that could be used for defense. 

Mr. AanpAut. That is correct. And I think in practical applica- 
tion you will find that the end result during the earlier period was 
substantially the same as it was in the later period. 

Mr. Drver. I can clear up the matter of the smaller number of re- 
jections during the earlier period. As I say, each project was analyzed 
on its own merits. But it was analyzed even before it became an ap- 
plicant for a necessity certificate. And it was analyzed for materials 
and as an applicant for approval for having its equipment scheduled 
on the manufacturers’ order books—being turned down at that first 
stage, when they were trying to get materials and equipment, they 
didn’t have a plant for which to apply for a necessity certificate, and 
therefore many of the rejections occurred not for rejection of necesi- 
sity certificates, but under rejection of a request for material. 

Senator O’Manonery. I can see, Mr. Dryer, how it would have been 
possible when the rapid amortization was first proposed and the mo- 
bilization was in effect, many applications were made by firms and 
companies which perhaps desired to produce power for the mobiliza- 
tion effort and receive compensation for it, many of which did not 
have the necessary qualifications and were rejected for that reason. I 
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ean see that there is a great possibility now, since each application is 
no longer judged on its individual status, but its general status, that 
it is easier to get a certificate now than it was then. 

Mr. Aanpauw. I might add, Senator, that when ODM extended 
the goal it was for full mobilization requirements, which would justify 
approaching it from a much broader point of view. 

Senator O’Manoney. This to me explains the position that Secre- 
tary Seaton has so clearly taken in opposition to the granting of the 
Idaho Power certificate, and to the fact that ODM granted it. 

Senator Kerauver. Mr. Dryer, I do understand that while the law 
has not been changed, and while DPA Regulation No. 1, which con- 
tains sections 2 and 3 has not been changed, the method of applying 
them has been changed, is that correct ? 

Mr. Dryer. I would be happy to submit for the record, Senator, a 
copy of a document which we prepared in early 1951 and which was 
generally circulated among Interior and the Defense Production Ad- 
ministration, which summarizes the criteria—it was a statement as to 
the application of the criteria in that regulation to the electric power 
industry. 

Senator Keravuver. If you will do so, we will have it made part of 
the record. 

Mr. Dryer. Whether or not those criteria are still valid can be de- 
termined by comparing them with the facts. 

Senator O’Manonry. What was the percentage limitation during 
your service ¢ 

Mr. Dryer. The maximum percentage for an ordinary utility gen- 
erating plant was 65 percent. And there were some exceptions based 
upon special factors. But a utility generating plant normally usable 
that served a peacetime load, the maximum percentage was 65 percent. 

Senator O’Manonry. What is the maximum now, Mr. Secretary? 
What is the maximum percentage limitation there ? 

Mr. Aanpant. 65 percent. 

Senator O’Manoney. It is still the same as it was? 

Mr. AANDAHL. Yes, sir. 

Senator Krerauver. I understand by way of summary also that 
what Mr. English has been talking about is the criteria under section 3, 
right ¢ 

Mr. Dryer. That is the simplest way by which I can call the dis- 
tinction between the two kinds of criteria, because that distinction 
is drawn into the regulation itself. And Mr. English’s criteria, the 
section 3 criteria, appear as he mentioned in a published document, 
published within the Government, dated in May and released in June of 
1951. 

Senator Kerauver. That is this document here? 

Mr. Dryer. The document which you have in your hand represents 
the original May and June criteria, together with additional workin 
rules that were developed in the course of the following 2 years, an 
was published in May 1953 in that form for the guidance of whoever 
—_ be the successors to the Defense Electric Power Administration. 

enator Krravver. It is headed JEM, May 16, 1953, and is entitled 
“Memorandum on DPA Recommendations of Necessity Certificates 
Criteria and Procedures.” It looks pretty voluminous. I don’t know 


if it is pertinent here, but it will be an exhibit in the committee files for 
whatever relevance it may have. 
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(The document referred to will be found in the files of the com- 
mittee. ) 

Secretary Seaton. Before you leave the question of what Mr. Eng- 
lish is talking about, I have got to admit that I am somewhat confused 
by this recitation of criteria, and I would ask that you inquire of Mr. 
Hiptioh whether Mr. Dryer’s appraisal of what Mr. English is talking 
about is something that Mr. English agrees with. 

Senator Krerauver. Yes, I want to do that after I identify this 
memorandum of rules. 

Mr. Enauisu. I have been talking about the part that is included 
in the memorandum here, Dr. Dryer’s statements, and so forth; into 
his statements he has injected and included some material requirements 
and so forth which deal with materials in critical times. 

He is talking of a program that no longer applies to the industry as 
a whole. And the period situation has been relieved, whereby there 
is now a free market of materials—some specific items are in short sup- 
ply—but at the time of which Mr. Dryer was speaking the materials 
situation was critical, and he was talking about a specific list of 
industries. 

There was such a list at that time, because there was a number of 
critical spots countrywide that had to be supported by new generation. 
And that list was set up and the prior orders given to the specific 
generating projects that would support the critical areas countrywide. 

I think that is what you were talking about in that list, Mr. Dryer. 

Mr. Dryer. Yes. 

I was talking about the factors which justified the program in 1951, 
1952, and 1953, which were set out in a memorandum, a copy of which 
I will furnish to the committee, and which are our understanding in 
these years of the application of the Defense Production Administra- 
tion basic criteria to a power industry. 

Senator Kerauver. I understand, Mr. English and Mr. Dryer, the 
DEPA rules did govern defense essentiality and incentive before July 
1, 1953, and that is not applied at the present time; is that correct? 
They have been abandoned, or they are not given application at the 
present time ? 

Mr. Enerisu. The material requirements, and so forth, no longer 
exist. 

Senator Knravuver. Can I get a definite answer from you, Mr. Eng- 
lish, or Mr. Dryer, that the DEPA rules did govern essentiality and 
incentive, but that since the materials control legislation has expired, 
they are no longer applied by Interior in connection with these 
matters, or by ODM in connection with the rapid tax writeoffs ? 

Mr. Dryrr. If I may restate it, in 1951, 1952, and 1953 there was 
a selected list of utility projects making up the defense power pro- 
gram. Those projects met the test of essentiality and defense relation- 
ship which, on the basis of this memorandum of March 8, 1951, justi- 
fied the defense power program for necessity certificate. 

What was the basis upon which plants were selected after June 30, 
1953, I don’t know. Prior to June 30, 1953, they were selected by the 
DEPA for inclusion in the power program. And every plant. so 
selected met the test of the special criteria of the power program. 

Senator Kerauver. Mr. Dryer, you have heard the testimony here 
this morning, when Mr. Seaton was told that the criteria he mentioned 
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were not relevant. You have heard the testimony also that as of 
now, even though there is no provision for excess capacity, 35 percent 
is allowed for depreciation. 

Does that show that there has been a change in the application of 
the criteria? 

Mr. Drrer. That shows that there has been a change in the appli- 
cation of the basic criteria for selecting eligible utility plants for 
necessity certificates. 

Senator Kreravuver. Were the points made by Mr. Seaton in his 
letter of March 11 basic, essential criteria under section 2 of the DPA 
Regulation No.1? You heard the letter read here this morning. 

Mr. Dryer. His March letter went to the same fundamentals which 
we evaluated in March of 1951, justifying necessity certificates for 
the power industry generally. 

In particular, his letter referred to the fact that the Idaho Power 
Co. did not need a necessity certificate to accomplish the financing of 
this project. In March 1951, we pointed out that the electric utility 
industry generally needed tax amortization in order to accomplish 
the unusual financing of an abnormally large amount of electric utility 
generating plants in a short period of time. 

Senator Kmrauver. What this comes down to is that there has con- 
tinued to be applied a method that was used in the Korean emergency 
to help defense plants meet the emergency needs of the country. It 
has continued to be applied after the lapse of the materials control 
legislation, and when the emergency was over. 

Mr. Dryer. That, I think, expresses it quite briefly. They have 
apparently continued this program, and continued to apply criteria, 
but without the selection of projects to qualify for necessity certifi- 
cates, which previously—which under rules previously in effect. had 
to be selected before they even became eligible for consideration. 

Senator Keravver. Is it true, further, that the selection of specific 
industry facilities to meet the defense emergency apparently is not 
being followed any longer ? 

Mr. Dryer. That is apparently the case, sir. 

Senator Kerauver. Mr. English, do you agree? 

Mr. Enetisu. Not quite, sir. 

Senator Kerauver. Will you state your views ? 

Mr. Eneuisu. Going back to the criteria that were used under the 
Defense Power Administration, that was based on a class I utility, 
one which has the capacity of 10,000 kilowatts or above, with 50 million 
kilowatts of energy per year, and at no time in the DEPA program 
was any utility denied a tax certificate if they were in the class I 
category, regardless of what the defense loads were, or under any 
condition; they were all treated in the same manner, regardless of 
whether they had a big defense contract or they were engaged in small 
defense support. 

And that same basis has been carried through to this day. We 
recognize only utilities in the class I category, and there has been 
no distinction made between a utility that serves a defense-supporting 
load and a utility that serves a direct defense load. That was the 
same basis that DEPA used in those days. 
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Senator Keravver. I understood Mr. Dryer to say that previously 
certain projects were selected to serve defense needs or abnormal 
needs. 

Mr. Dryer. What Mr. English says is correct. But the method of 
selecting projects was for purposes of materials control. A project 
which was not considered essential by Defense Electric Power Admin- 
istration would not have its generating equipment scheduled for man- 
ufacturing, or would have it scheduled for 2 or 3 years later, and the 
utility might have asked for it and perhaps scheduled it at a date later 
than the program for tax amortization. 

It is true that if the Defense Power Administration selected a plant 
as essential for the scheduling of materials and equipment, then that 
plant was eligible for consideration for tax amortization, and the 

yercentage to be allocated to that plant would be determined on the 
Reais of the criteria for determining the percentage set out in Mr. 
English’s memorandum. 

Senator Keravuver. Set out in section 3? 

Mr. Dryer. In section 3, in detail, in this manual. 

Senator Kerauver. Do you agree with that, Mr. English ? 

Mr. Eneuisu. The same principle is applied today. What he is 
stating is this: that to be eligible for a tax certificate, it had to be in 
service within a prescribed date, or otherwise before the limitation 
expired, and the same procedure is in effect today. 

It means that the goals end on December 31, 1955. That was goal 
1955 under your time, and a project had to be in service by December 
31, 1955, to be eligible for a tax certificate. 

If DEPA didn’t see fit to give them sufficient material whereby they 
could bring this project in by that end date, then it would not be 
eligible for a tax certificate, and wasn’t considered as such. So the 
end date of the goal and the materials were the controlling factor, and 
that is still the controlling factor as far as the tax certificate is con- 
cerned, the project must be in service by an end date, which is now 
December 31, 1958. 

So the same procedure is in effect today that was in effect under 
the old DEPA days. 

Senator O’Manoney. What is the goal now, Mr. English? 

Mr. Eneutsx. 150 million kilowatts. 

Senator O’Manoney. What is the present achievement ? 

Mr. Eneuisn. Approximately 140 million kilowatts. 

Senator O’Manoney. Mr. Chairman, of course it is known, I think, 
to all members of the committee and to all who are here today that the 
chairman of the Finance Committee delegated to the staff the duty of 
making a complete study of this amortization procedure. On the 
basis of that study, Senator Byrd, chairman of the committee, wrote 
to Dr. Flemming, of the Office of Defense Mobilization, and requested 
him to stop the issuance of amortization certificates until the commit- 
tee could have an opportunity to hold the legislative hearing. It has 
not been possible to hold the legislative hearing. 

I have here a copy of the Report on 5-Year Amortization of Emer- 
gency Defense Facilities Under Section 1, Under Date of the Internal 
Revenue Code of 1954, issued in December of 1956 and prepared by the 
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staff of the Joint Committee on Internal Revenue Taxation. On page 
25 of this report, under the heading “Determination of Percentages 
to Particular Certificates,” I find this language: 


In a period in which the electric power expansion goal was opened— 
and that is such a period now— 


there appears to be only one cause for outright rejection of a specific applicant, 
namely, location too close to a possible target area. If the location of the appli- 
cant is satisfactory in this regard, he is assured of rapid tax amortization on at 
least 35 percent of the cost of facilities merely by applying for a certificate at a 
time when the goal is open. The allowance of a percentage of cost above 35 
percent for rapid amortization depends upon a particular calculation of the degree 
of excess capacity which the company has undertaken, and it is further modified 
by the amount above 35 percent allowed for rapid tax amortization to the par- 
ticular firm on previous certificates. 

It seems to me, Mr. Chairman, that this formal statement from the 
staff of the Joint Committee on Internal Revenue Taxation is very 
applicable to the discussion here. 

enator Kerauver. Yes; that section is very pertinent here. I am 
glad the Senator has read it. 

May I just ask this final question? Mr. English said he thought it 
was the same, because they still had to comply with their completion- 
date requirement. But I understood Mr. Dryer to say that, in addi- 
tion to the completion date requirement, they had to comply with the 
rules as to essentiality in the first instance. 

Mr. Dryer. Yes, sir. I can illustrate that in these terms. A com- 
pany in an area which was not critically short of power might come 
in and ask for approval for the construction of a plant which would 
come into operation in, let us say, 1955. They would ask for ap- 
proval of materials; they would ask us to schedule the manufacture 
of their equipment. 

Perhaps one of the reasons that they want the plant built by 1955 
is because they knew that we weren’t granting certificates after 1955. 
In any case, they were interested in ‘the construction of this plant 
before we considered it had to be built. And there were other plants 
that we considered more essential. 

So, we would schedule the equipment for that plant for delivery 
perhaps a year or two later. In that way, in effect, we turned nobody 
down. We defer the materials and equipment so that they would 
eventually get their plant built at a later date. But, unless the plant 
was essential, we wouldn’t have it built at the earlier date. 

Senator Kerauver. Unless it was essential and they wanted it built 
at an earlier date, then you wouldn’t grant the certificate. 

Mr. Dryer. That is right. 

Senator Keravver. Is this all clear to you now, Mr. Secretary ? 

Secretary Sraton. It is clearer than it was. 

Senator Keravver. All right. 

Senator Dirksen. 

Senator Dirksen. Mr. English, perhaps you can answer this. In 
the statement that Dr. Gray made to the committee he says: 

On August 4, 1955, the Federal Power Commission granted licenses covering 
the two projects, construction of Brownlee and Oxbow, to start within 1 year. 

That was October 1, 1955. That meant that the Brownlee unit 
would have to start construction by August 4, 1956, but nothing was 
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said about completion date. I am not familiar enough with Federal 
Power Commission procedure to determine whether or not they leave 
out completion date entirely and take only a starting date, or whether 
in some instances they do enter a completion date. Do you know? 

Mr. Enauisu. I am not sure how the license is worded. But it is 
written in there that they have to start the projects within certain 
limitations—it may be 2, 3, or 4 years; I don’t know what the limita- 
tions were that were written into the license, but there is a limitation 
as to when they will have to start the projects. 

Senator Dirksen. The rest of that sentence reads: “and Oxbow 
within 4 years.” That to me would mean that actually under the 
Federal Power Commission license they didn’t have to begin on the 
Oxbow project until 4 years from August 4, 1955, which would be 
August 4, 1959. So that, under the licenses issued by the Federal 
Power Commission, there was not too much emphasis on the question 
of completion. That came later when a determination was made as 
to their essentiality or how important it was to advance completion 
dates within this power goal. 

Mr. Eneuisu. That is correct, Senator. 

Senator Dirksen. That, then, was the function of ODM, and I 
presume the National Security Council, and perhaps other agencies, 
would in that matter determine how soon they may need additional 
power. So that would anchor the date. The date has been set as 
of December 31, 1958, in order to make these amortization certificates 
valid for the use of the company. 

Mr, Enauisu. That is right. They have to be in service by Decem- 
ber 31, 1958. 

Senator Dirksen. I want to get a little more information about 
this question of incentive and need, because Senator Carroll was pur- 
suing a line of questioning this morning in which I think he was 
endeavoring to establish that there was no clear need and, therefore, 
no incentive for the certificate. 

In Dr. Gray’s statement, on page 15, he said: 


The Brownlee and Oxbow projects of the Idaho Power Co. will serve major 
electric loads in the Pacific Northwest, including military posts, Atomic Bnergy 
Commission installations, and defense plants. 

The Northwest power pool, having 90 percent of the total power generation in 
the Northwest, operates virtually as a single system in its service of electric 
energy to the consumers of its area. 


So, he puts the emphasis on the operation of a power pool in tha 
Northwest of which the Idaho Power Co. is a part. 
Then he goes on: 


Its operations are so interdependent upon the various company systems within 
the pool that an adverse condition in one section is shared throughout the entire 
area, and vice versa. 


He goes on in one more paragraph: 


When the bulk of the Northwest pool is low on both water and energy, the 
Idaho Power Co. will be in a position to supply the total amount of its peaking 
surplus to the pool and at the time when most needed. The certified installa- 
tions of Idaho Power Co. are the only major generating facilities in the entire 
area which have any surplus to supply during the critical winter period of the 


pool system. Conditions experienced this past winter have served to illustrate 
the above. 
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With respect to the need and to excess capacity, I take it from this 
statement that in order to evaluate the need and the incentive, you 
have to consider it from the standpoint of the contribution which 
Oxbow and Brownlee would make to the power pool through the 
Northwest. Is that right or wrong? 

Mr. Eneautsu. The calculations were based on Idaho Power rather 
than the individual company. They develop certain reserves with 
Brownlee and Oxbow that will support the deficiencies of the area. 
Now, they are supporting their own system with capacity over and 
above what normal requirements would be. This capacity is reserve 
for defense purposes, the deficiency in the Northwest, which has many 
defense agencies, and they directly contribute to a short power supply 
in the Northwest area. 

Senator Dirksen. So from the pool’s standpoint, is there any 
question as a matter of fact but what they will make a contribution 
of reserve power as a justification for the tax certificates? 

Mr. Eneutsn. The justification for the tax certificate is based upon 
the individual system. And again reserves that can be applied in 
case of emergency to the whole Northwest system were taken into 
consideration in recommending a tax certificate. 

Senator Dirxsen. That can be regarded as excess ? 

Mr. Eneuisu. That is right; which comes out of Idaho’s system. 

Senator Drrxsen. As a foundation and a justification for the so- 
called incentive that is involved here. 

I thought that contribution to the Northwest power pool should 
be made emphatic, because it looks to me like it is the key to this thing. 

I want to ask Mr. Dryer; obviously we are out of the critical emer- 
gency such as you experienced in the Korean period, but if the Na- 
tional Security Council and the Office of Defense Mobilization have 
a conviction that this facility is necessary in achieving a power goal 
by a given date, is there any reason why this same general procedure 
and approach that obtained when you were in the Power Administra- 
tion should not obtain today ? 

Mr. Dryer. There may well be factors, Senator, which would justify 
a program of tax amortization under the circumstances that we have 
today. What I said was that the application of the criteria as to 
necessity and defense essentiality to the electric industry under the 
circumstances in 1951, 1952, and 1953 were sent out in a memorandum 
which was widely circulated among the interested agencies at that 
time. 

And I am going to give the committee a copy of that. And those 
factors had ceased to exist just by the running of time. I would have 
assumed that a continuation of the program beyond 1953 would have 
been accompanied by a similar analysis of the factors which justified 
the program under the revised circumstances. But I am not familiar 
with the events since 1953. 

Senator Dirksen. That is actually a question of need based upon 
the facts as our military and security leaders and others may see them 
as they project our needs into the future; isn’t that correct? 

Mr. Dryer. The electric utility industry does not have to have the 
same kind of stimulus as other industries. And for that reason we 
ba the criteria with specific regard to the unusual nature of the 
electric utility industry under the circumstances in 1951, 1952, and 
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1953. Certainly we need electric power. Whether we can get it 
without tax amortization is something which should be analyzed, and 
presumably would underlie any extension of the tax amortization 
program after 1953. 

Senator Kerauver. Will the Senator yield for a question that I 
think might clear that up ¢ 

Senator Dirksen. Yes. 

Senator Kerauver. Mr. Dryer, you mean that the electric utility 
industry, because it does have a guaranteed income by fixed rates, 
differs from some other industries, such as steel, for instance, which 
do not have a guaranteed income by virtue of the rate, insofar as 
tax amortization is concerned; is that what you mean ? 

Mr. Dryer. That is what I was referring to. But we found special 
reasons which weré péculiar to the mobilization period which called 
for certificates of heéessity for the electric industry at that time. 
What justifies the program today, I don’t know. And what criteria 
would apply, I don’t know. I can say this, that the mechanical 
continuation of criteria as to determining the percentage for a par- 
ticular plant, when the underlying reasons for necessity certificates 
have ceased to exist, seems meaningless. A base percentage of 35 
percent, which is related to the extra cost of construction during the 
mobilization period into the need to solve this financing roblem 
geared to short-term bank borrowing, a base percentage which is jus- 
tified on those factors, those factors no longer existing, then the basic 
percentage would seem no longer justified. 

Now, there may be other factors which justify tax amortization in 
this period. A mere mechanical continuation of the basic percentage 
when the reasons for it have ceased to exist doesn’t seem to make 
sense. 

Senator Dirxsen. I think we can agree with that, Mr. Dryer. But 
I was thinking of the types of installations that were supplied and 
that required electrical energy out in the Northwest. The list was 
finished in the case of Idaho Power. It supplies energy for the Navy 
ordnance plant at Pocatello, the Mountain Home Air Force Base, the 
National Metallurgical Corp., the Atomic Energy Commission, the 
Boeing Aircraft Co., and a great many others. I apprehend that 
probably new installations of a similar character are going up con- 
stantly, so that would have to be the predicate upon which you based 
need for power, and when you have to have it. 

That becomes, then, certainly a part of our general security pattern. 

Mr. Dryer. That is right. The list of facilities attached to Mr. 
Gray’s statement includes, and in fact is primarily made up of, im- 
portant installations located throughout the Pacific Northwest, and 
not limited to the area served immediately by the Idaho Power Co. 

Senator Dirrxsen. It is the pool area. 

Mr. Dryer. It isthe pool area. 

Senator Dirksen. That is right. 

Mr. Dryer. But this is somewhat anomalous. The calculation of 
the excess capacity which warrants this high certificate of 65 percent is 
based upon the calculation of excess capacity within the Idaho Power 
Co.’s system itself. That may be proper. But if on the one hand you 
are going to talk about the pool, you may want to consider whether 
capacity is excess in the pool as a whole. 
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I have a hunch, which Mr. English can probably confirm, one way 
or the other, that for the pool area as a whole there is still either a 
deficiency or not a very substantial margin, in which case, if you were 
going to calculate the percentage, based upon the power supply situa- 
tion for the pool as a whole, the percentage would be at or only 
a little bit above the base of 35 percent even in our day. 

Senator Dirksen. That could very well be, and I wouldn’t argue 
that point particularly. But I am glad to hear you say that there 
possibly exists a deficiency in the pool right now. Bonneville is a 
part of the pool, isn’t it ? 

Mr. Dryer. Yes. 

Senator Dirksen. Mr. Gray in his statement said: 

On January 27, 1957, Bonneville Power Administration was forced to dis- 
eontinue service entirely to all interruptible industrial loads aggregating 
approximately 490,000 kilowatts, resulting in the loss of 7 aluminum pot lines 
in the area, as well as thousands of kilowatts to other interruptible power 
consumers. 

So those are statements of fact; they may be greater or lesser 
according to how you see them, but then there is something in the 
contention that I made, if it is a contribution to the pool, and the pool 
may be deficient, then certainly that despoils the argument that wa 
made that there was no incentive on which to base any kind of an 
amortization certificate at all; whether it should be 60 percent or 65 
or 35, 1 wouldn’t know. 

Mr. Dryer. What you have just said, Senator, justifies a project 
going along. But where there is such a severe need for the project in 
terms of actually existing load, then the percentage of amortization 
is less, because they aren't building so much ahead of normal. So, 
looking at it from the point of view of the Northwest pool as a whole, 
I believe—Mr. English could continue on it if he wishes—I believe if 
you look at it from the point of view of the Northwest power pool 
as a whole being the calculation, even on the basis of these criteria, 
would come out less than 65 percent. 

Senator Dirksen. That might well have been. I wouldn’t know. 
But I was thinking of it in terms of the efficiency in relation to the 
establishment of this goal of 150 billion kilowatts, and what the justi- 
fication was for getting these plants into production by December 31, 
1958. I believe that case has been fairly well established. 

Senator Keravuver. Mr. Dryer and Mr. English, in connection with 
Senator Dirksen’s questions, did not the Bonneville report, and also 
the Federal Power Commission report, and the brief, show that only a 
very tiny amount of power from these dams would flow from the 
Northwest pool to supply these projects listed here ? 

Mr. Dryer. My information is not as current in this field as it might 
be, but my understanding is that there is a limited tie-on to the Idaho 
Power system to the west, so that there is a very definite limitation on 
the amount of power which could move from the Idaho Power Co. to 
the Northwest power pool. 

Senator Kerauver. Mr. English, is that true; is the power tie-in line 
only 100,000 kilowatts ? 

Mr. Eneuisu. That was true up until the time that the Idaho project, 
that is, Oxbow and Brownlee, go into service. The Idaho people are 
not willing to use 220-kilowatt transmission whereby there would be 
a much greater power pool available to the Northwest. 
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Senator Krrauver. Mr. English, I notice Mr. Gray here, in attach- 
ment 1, listed defense plants and military installations served by 
Idaho Power Co. and the Northwest power pool. 

As a matter of fact, only four of those were served by Idaho Power 
Co.—the Navy ordnance plant at Pocatello, the Mountain Home Air 
Force Base at Boise, the Westvaco Chemical at Pocatello, and the 
Atomic Energy Commission at Arco. 

Are those not the only four that are served by Idaho Power? 

Mr. Enauisu. I assume in his list he has selected the major defense 
industries, and it does not include the whole category of defense indus- 
tries that Idaho serves, 

Senator Krerauver. He has included everything in the Northwest. 

Mr. Enerisu. Well, in that Northwest he has included the major 
defense industries; I don’t think that is a aT list of defense 
industries in the Northwest. It is merely the big power-consumer 
industries. 

Senator Keravuver. Examine the list. My information is that only 
4 installations are served by the Idaho Power Co., the 4 that I have 
mentioned. Isthat not correct ? 

Mr. Enatisu. That is correct, as far as his list is concerned. 

Senator Kerauver. What others are there served by the Idaho 
Power Co. except the four that I have mentioned ? 

Mr. Enertsu. Well, I am quite sure that Idaho Power Co. could 
furnish us with a list, a complete list of the defense industries that 
they serve, which would be far greater than what is listed in Mr. Gray’s 
computations. 

Senator Dirksen. Of course, Mr. English, the answer is that they 
serve as many as they have electric energy available to serve. 

Mr. Eneuisu. That is right. 

But there are many defense-supporting industries, many small 
defense industries, that Mr. Gray hadn’t cataloged in his list, which 
are in the Northwest area. He has picked out the major defense 
industries that are large power users, and I assume from this, with 
probably 5,000 kilowatts or greater demand, he has selected a pre- 
ferred list of defense industries, and it is not a complete list of all 
the defense industries in the Northwest area. 

Senator Dirksen. Mr. English, in the light of a statement that you 
made just before noon, I wanted to ask Mr. Dryer this: 

While you were identified with the agency, Mr. Dryer, was it cus- 
tomary to avail yourself of the services of Ebasco in order to secure 
facts or information ¢ 

Mr. Dryer. Yes, sir. 

Ebasco was the representative of some of these companies, the 
Washington representative, where in those cases we would contact 
the representative to get the information we wanted. That proce- 
dure was considered perfectly appropriate. The information that 
we received might be modified insofar as it could in fact be changed 
by circumstances not known to the company but which were known 
to us, such as the slippage of dates due to material shortages, and so on. 

Senator Dirksen. It is a factfinding and engineering group, isn’t 
it, that does a good job in securing data that is available to the whole 
industry, and to the Government if it wants it? 
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Mr. Dryer. We have relied upon the information that they gave 
us, and found that they were fully qualified to present the informa- 
tion we asked for, to analyze it, and we had no question about the fact 
that the answers to specific questions came back with the correct 
answers. 

Senator Kerauver. Mr. Dryer, did you have engineers to make 
independent investigations and studies of all of these facts and figures 
that were submitted by the utilities, to see whether they came in the 
qualifications or not? 

Mr. Dryer. The essential facts that are pertinent to this application 
dealt with matters which couldn’t be budged, they dealt with the 
existence of plants and the capacity of those existing plants. 

We took the data that they submitted on matters of that sort. As to 
what the load requirements were in the area, the data they submitted, 
the company submitted, were considered the company’s best estimates, 
and were subject to revision by our power supply engineers, based 
upon our own determination as to what new loads might be going into 
the area which the company itself might be unaware of. 

Mr. English was one of those power supply engineers whose job it 
was to study and come up with the Government determination as to 
what the loads were in a particular area which were to be met by the 
electric utilities serving that area. 

In the development of load data, the companies relied upon what 
were estimates with regard to actual data. As to the existence of 
plant capacity, we relied upon the companies a hundred percent, be- 
cause there was no doubt but what the plant existed and what its 
capacity was, 

Senator Dirksen. Do you consider Mr. English as a competent per- 
son, even though he does come from Kansas City ? 

Mr. Dryer. I believe that Mr. English is fully qualified to carry out 
the application of the criteria, as specified in this manual, or any cor- 
responding set of criteria that might be given to him. He was un- 
trained in the period of my administration, he had no exposure to 
the problems of policy determination, as to the fundamental criteria 
which have applied in the grant of necessity certificates to electric 
utilities. And I gather from what was said this morning that he 
sonnet to be uninformed and inexperienced and untrained at that 
evel. 

Senator Kreravuver. Are you talking about the section 2 criteria? 

Mr. Dryer. I am talking about the section 2 criteria. 

Senator Dirksen. But that is not his level ? 

Mr. Dryer. That is right. 

Senator Dixsen. Let me ask this, Mr. Dryer: Are you talking 
about the outside examination of certain aspects of conditions that 
would be made by the men in your office? There is only one man 
working on this in the Interior office, Mr. English. Would it be pos- 
sible to go out and make these independent checks that you have said 
were necessary ¢ 

Mr. Aanpauu. Mr. Chairman, at the present time, for those load 
estimates we depend upon the Federal Power Commission, and are 
constantly getting reports from them on that particular element. 

Senator Kerauver. Mr. Aandahl, Mr. English said he didn’t pay 
any attention to the Federal Power Commission. 
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Mr. Aanpauu. No; that was on an entirely different question. 

Senator Kerauver. He said that he didn’t, on this recommendation 
on the finding of the Commission as to whether this power was needed 
for its own customers by the Idaho Power Co. Mr. English said that 
he disregarded it, or paid no attention to it. 

Mr. Aanpauu. That is different from load estimates, as required 
in the estimates. 

Mr. Enouisu. I didn’t consider Federal Power on making the rec- 
ommendations for the tax certificates. We used the basis figures of 
the Federal Power reporting, which is form 12, for our load estimates. 

Senator Keravver. But on whether the power was needed for its 
own customers, you didn’t consider the Federal Power Commission’s 
report of findings? 

{r. Eneiisu. Not on a basis for calculation. 

Senator Kerauver. Mr. Seaton, are there any points that you think 
are not cleared up as of this time? 

Secretary Szaton. Senator Kefauver, none, certainly, that I would 
have to ask, to contribute, as far as I know. 

Senator Krerauver. I would like to see if we can get this clear. 

Mr. Dryer, in applying section 2 criteria on essentiality and defense 
requirements and financial need, now that the materials controls 
expired in 1953, do you feel that Mr. Seaton’s criteria that he set 
forth in his letter are based upon the ones under section 2 of DPA 
regulation 1? 

Mr. Dryer. Yes, sir; I do. 

The criteria that were previously in effect at that time, his sound 
comments are relevant to the justification from the point of view of 
necessity and defense relationship in the grant of necessity certifi- 
cates. 

Senator Dmxsen. But you don’t consider it the only criteria that 
might be considered ? 

Mr. Dryer. I just don’t know what the others are. 

Senator Kerauver. But they are the essential, basic criteria that 
are talked about in section 2? 

Mr. Dryer. His letter deals with some of the criteria which we have 
considered under section 2. His letter is addressed to the Bonneville 
justification. 

Senator Kreravuver. So that his letter, in your opinion, was pertinent 
and based on the criteria and not irrelevant; it was important for 
consideration, in your opinion ? 

Mr. Dryer. That is correct. 

Senator Kerauver. Finally, Mr. Seaton, I note here in the news- 
paper this morning, there is reference that in discussing this mat- 
ter 





an Interior spokesman said the arguments which Seaton advanced were funda- 
mentally beyond the established criteria upon which ODM bases its issuance of 
certificates. He said the Secretary had no legal authority in the matter beyend 
making a recommendation bearing on the discretion which the Director of 
ODM has. 

Do you want to comment on that? 

Secretary Sraron. Senator Kefauver, essentially that is what I 
said in my statement today. Now, I must ask you to believe me that 
T can’t identify the spokesman for the Department of the Interior, he 
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falls into that great anonymous classification of spokesman for all 
of the branches of the Government. And I must say that on occasion, 
when I had the honor of being in this body of which you are now a 
Member, there were now and then spokesmen for some committee, and 
I can’t identify them either, I just don’t know. 

Senator Keravuver. Mr. Aandahl, are you the spokesman ? 

Mr. Aanpant. I am not. 

Senator Keravuver. Do you know who the spokesman is? 

Mr. Aanpant. I do not. 

Senator Kerauver. Do you have any idea? 

Mr. Aanpaut. Not the slightest. 

Senator Keravver. Apparently we have some spokesman for you 
for the newspaper, but none of you know who he is. 

Secretary Berra Senator, if I have only one over there I am a 
very fortunate Secretary of the Interior. I do say, in essence at least, 
that that comment is consistent with the statements which I read his 
morning to this committee. Who put that out—who gave that to 
some reporter—that I wouldn’t know. 

Senator Kerauver. The second one. But the first one is not, Mr. 
Seaton. 

An Interior spokesman said the arguments that Seaton had advanced were 
fundamentally beyond the established criteria on which ODM based its issuance 
of certificates. 

Apparently reading section 2, and the explanation which seems to 
be fairly well established by Mr. Dryer, your recommendations were 
exactly relevant on some very important issues under section 2. 

Secretary Seaton. Senator Kefauver, I don’t know as to that. I 
repeat that I was advised by my advisers and by ODM that my letter 
did not go to the criteria affecting the granting of these tax applica- 
tion certificates. And I think I remember that Mr. Dryer, if that 
is his name, also said that since 1953 that he didn’t know firsthand 
what considerations were taken into effect by ODM, and so on. I 
know that I don’t know, and I don’t know that he knows, from his 
own testimony. 

Senator Kerauver. He may not know all of them, but he knows the 
ones that you stated in your letter. 

Secretary Szaron. That is his privilege. 

Senator Kerauver. They were published. This is an effective law; 
there is no evidence that it has been repealed in the Federal Register. 

Now, Mr. English, what consultants or other people do you use in 
passing on these matters? We asked you for a list. Do you have 
such a list? 

Mr. Enouisx. Yes, sir. 

Senator Kerauver. Will you furnish the list to the committee ? 

Mr. Frye. Which two in particular ? 

Senator Keravver. Does this list both groups? 

Mr. Frye. Yes. I believe you asked for them as of August 1953. 
That is a complete list. 

Mr. Currrorp. Sir, the Office of the Secretary said that the informa- 
tion which you sought would be more applicable as of another date. 
The staff told the Secretary’s Office, therefore, to furnish lists as of 
both dates. The Office of the Secretary said that would be done. 
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Senator Kerauver. Are those the lists as of both dates that we now 
have? 

Mr. Frye. As of both dates. 

Senator Kerauver. Let them be made a part of the record. 

The lists referred to may be found in the subcommittee files.) 

Senator Keravver. Finally, it has been suggneved here that a great 
many applications in the electric-utilities field have been turned down, 
Were these on account of the fact that they did not meet the dispersal 
requirement, Mr. Aandahl or Mr. English? 

Mr. Eneuisu. There were a number of them which didn’t meet the 
dispersal requirement, and some were outside of the goal limit. 

Senator Kerauver. Some were outside of the goal limit, and some 
did not meet the dispersal requirement. Are those the only reasons 
for which they have been turned down ? 

Mr. Eneuisu. The only reason. 

Senator Kerauver. What percentage were dispersal ; do you remem- 
ber, offhand ¢ 

Mr. Encuisu. I don’t believe I can state the percentage. 

Senator Krrauver. Let me see if I understand this. One reason 
some have been turned down is because the plant would be put in a 
target area, and they did not meet the dispersal requirements, and the 
second was that they did not meet the goal limits; that is, they 
were— 

Mr. Eneuisu. Scheduled beyond December. 

Senator Kerauver. Scheduled beyond the time set forth. So that 
all of them were turned down for those reasons; is that correct? 

Mr. EneutsxH. That is correct. 

Senator Keravuver. Finally, may I ask, how many of these have been 
small business ¢ 

Mr. Enauisu. There were no small business included in the electric- 
power goal of 1955. 

Senator Krerauver. Do you mean none of these 500 have been small 
business ? 

Mr. Eneuisu. None of them. 

Senator Kerauver. How did you happen to mark Duquesne Power 
& Light as small business? 

Mr. Eneuisu. ODM did that, through error. Small business is 
limited to a hundred employees or less, and Duquesne Power Co. has 
between 3,000 and 4,000 employees, so it was an error in listing that as 
small business. That ismy understanding. 

Senator O’Manoney. That was a good error, at least. 

Senator Keravver. So that this program, as far as you are con- 
cerned, is not giving any tax amortization to small business? 

Mr. Eneuisu. None of them were considered small business. 

Senator O’Manoney. It couldn’t give it to any new, starting busi- 
ness, because they wouldn’t have any income to offset, would they ? 

Mr. Eneuisu. I don’t know of any starting business. 

Senator Kerauver. But would it have income which the amortiza- 
tion would offset ? 


Mr. Eneuisu. He wouldn’t have any; he wouldn’t have an estab- 
lished business. 


Senator O’Manonry. They wouldn’t be classified as rural electric 
cooperatives, would they ? 
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Mr. Enetisu. No. They wouldn’t bea class I utility. 
Senator Dirksen. How many small businesses, as such, actually 
made application ? 

. Eneuisn. Senator, may I state that Duquesne—I assume that 
ou are talking about the nuclear powerplant Duquesne is building. 
hat nuclear powerplant was not certified under the electric-power 

goal of 1955; it was certified under research and development control 
under the Commerce Department, not by Interior. 

Senator Kerauver. We thank you very much, gentlemen. We will 
stand in recess until 10 a. m. Friday. 

(Whereupon, at 5:20 p. m., the committee adjourned, to reconvene 
at 10 a. m., Friday, May 31, 1957.) 
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FRIDAY, MAY 31, 1957 


Unirep Srates SENATE, 
SuBCcOMMITTEE ON ANTITRUST AND Monopoiy 
OF THE COMMITTEE ON THE JUDICIARY, 
Washington, D. C. 

The subcommittee met, pursuant to recess, at 10:10 a. m., in 
room 424, Senate Office Building, Senator Estes Kefauver presiding. 

Present: Senators Kefauver (chairman), Wiley, and Dirksen. 

Also present : Senators Carroll and Dworshak. 

Paul Rand Dixon, counsel and staff director; Dr. John M. Blair, 
chief economist; Carlile Bolton-Smith, counsel to Senator Wiley; 
Peter Chumbris, counsel for the minority; Jerry O’Callaghan, legis- 
lative assistant to Senator O’Mahoney; George Arnold, administra- 
tive assistant to Senator Neely; Ray Cole, investigator; Philip Lay- 
ton and George Clifford, attorneys; and Dr. E. Wayles Browne, Jr., 
economist. 

Senator Krerauver. Mr. Kuykendall, we appreciate your coming up 


and being with us. Will you identify the gentlemen you have with 
you? 


STATEMENT OF JEROME K. KUYKENDALL, CHAIRMAN, FEDERAL 
POWER COMMISSION, ACCOMPANIED BY JOHN C. MASON, DEPUTY 
GENERAL COUNSEL; RUSSELL C. RAINWATER, CHIEF ACCOUNT- 
ANT; WILLIAM R. FARLEY, CHIEF, DIVISION OF LICENSE PROJ- 
ECTS; AND WILFRID A. FROGGATT, ENGINEER IN CHARGE OF 
LICENSE PROJECTS, SAN FRANCISCO, CALIF. 


Mr. Kuykenpa.. I will be happy to, Mr. Chairman. 

On my immediate left is John C. Mason, Deputy General Counsel of 
the Federal Power Commission, and on Mr. Mason’s left William R. 
Farley, Chief of our Division of License Projects. 

Next to Mr. Farley is Mr. Wilfrid A. Froggatt. He is in our San 
Francisco office, engineer in charge of license project works in San 
Francisco, and on his left and at the end of the table is Mr. Russell C. 
Rainwater, who is our chief accountant. 

Senator Keravuver. Mr. Kuykendall, when did you become a member 
of the Federal Power Commission ? 

Mr. Kuykenpa.u. I was sworn in on May 15, 1953. 

Senator Kerauver. When did you become Chairman ? 


Mr. KuykEnpauu. I became Chairman at the time I became a 
member. 
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Senator Keravver. As of the date of the last consideration of, and 
the granting of, the licenses to the Idaho Power Co., will you name the 
members of the Federal Power Commission ? 

Mr. Kuykenpauu. That was in the summer of 1955. I was there 
of course. Claude A. Draper was the senior member, S. L. Digby 
was a member, Frederick Stueck, and William R. Connole. 

Senator Krerauver. Do you have a prepared statement, Mr. Kuy- 
kendall ? 

Mr. Kuyxenpauu. No, Mr. Chairman, I did not prepare one be- 
cause I did not really know just what the subject matter was that 
you were interested in. 

Senator Kerauver. We have made a part of the record the finding 
of Mr. Costello, the hearing examiner, in connection with the applica- 
tion of Idaho Power Co. That is a part of the record, isn’t it? 

Mr. Drxon. It was requested. 

Senator Krravuver. It has been ordered to be made a part of the 
record. Do you have acopy? 

Mr. Kvyxenpatt. I think I have my office copy which I would be 
happy to let you take. 

Rthstor Keravver. If you have an office copy, we will see that 
you 

Mr. Kuyxenpatu. This is not my copy but this is an extra copy 
which the committee may have. 

Senator Keravver. It has been ordered to be made an exhibit in the 
record. We have made the decision and the opinion of the Federal 
Power Commission granting the license a part. of the record. 

(The material referred to may be found in the appendix on p. 957.) 

Do you have one of those ? 

Mr. Kuyxenpauu. Yes. Here is a copy which you may have. 

Senator Kerauver. It has been ordered that the opinion of the 
circuit court of appeals on the appeal from the decision of the Federal 
Power Commission be made part of the record. 

Do you have a copy of the opinion of the circuit court of appeals? 

Mr. Mason. Mr. Chairman, I do not have a copy with me but we 
made copies of that available to your staff member, Mr. Cole, this 
morning at our office. 

Senator Keravuver. It has been ordered to be made a part of the 
record. 

(The material referred to may be found on p. —.) 

Mr. Kuykendall, will you outline for us, giving the dates as nearly 
as possible, the proceedings before the Federal Power Commission 
in connection with the granting of the license to the Idaho Power Co. 
and other actions in connection with the so-called Hells Canyon matter 
as it pertains to the Federal Power Commission. If any of you 
gentlemen want to supplement with dates, please do so. 

Mr. Kuyxenpatu. The hearing commenced not very long after I 
became a member. I would think it would have been in June of 1953. 
Mr. Mason says it was July of 1953. 

Senator Kerauver. When did the hearing before Mr. Costello 





begin ? 

Mr. Kuyxkenpat. In July of 1953. 

Senator Kerauver. Can you give us the date that Idaho Power 
first filed for the license ? 
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Mr. Kuyxenpatn, For the Oxbow project, which was designated 
project No. 1971, Idaho filed its application on December 15, 1950, 
and the application for low Hells Canyon and Brownlee—— 

Senator Kerauver. You say low Hells Canyon and Brownlee? 

Mr. Kuyxenpawu, Yes; two applications bearing Nos. 2132 and 
2133, respectively, were filed on May 15, 1953. 

Senator Knrauver. Did I understand the application for Oxbow 
was December 15, 1950? 

Mr. KouyKenpau. Yes. : 

Senator Kerauver. Then these other 2 were separate applications 
for 2 other facilities filed May 15, 1953 ? 

Mr. Kuyxkenpauu. That is right. 

Senator Kerauver. I believe that at one time the Secretary of the 
Interior intervened in the case to oppose the granting of one of these 
applications. 

hat was that, and what was the date of that? 

Mr. Kuykenpauu. The Secretary of Interior was permitted to in- 
tervene on July 7, 1952. At that time, of course, only the Oxbow 
application was on file. 

Senator Witey. You were not on the Commission ? 

Mr. Kuykenpauu. No; I was not. 

Senator Kerauver. That was only with reference, then, to the Ox- 
bow application, which was the only one pending at that time? 
Mr. Kuykenpauu. Yes; and I am aware of the fact that hearin 
were held in the Pacific Northwest on the Oxbow application on July 

14 to 17, 1952, in Baker, Oreg., and Boise, Idaho. 

Senator Kerauver. In the Oxbow project, was it stated or con- 
templated in connection with that hearing that there would be other 
applications filed subsequently for these other sites? 

r. KuyKenpbatu. I think Mr. Mason—he was there all the time— 
could answer that question. 

Senator Keravuver. First, Mr. Mason, how long have you been with 
the Federal Power Commission ¢ 

Mr. Mason. I started with the Federal Power Commission in 1934 
as a mail clerk, and I have been there ever since except for 2 years 
in the Navy in 1944 and 1945. 

Senator Keravver. All right, sir. Will you tell us about this 
question ? 

Mr. Mason. Yes, sir. At the time the application was filed for the 
Oxbow development in December of 1950, as part of the application 
the applicant included what was the applicant’s idea, I suppose, at 
that time of an ultimate plan of development which contemplated the 
eventual construction of five dams and powerhouses in the so-called 
Hells Canyon region of the Snake River. 

Senator Kerauver. Two of which were low Hells Canyon and 
Brownlee? 

Mr. Mason. No, sir; not as they were actually filed. They may 
have contemplated dams at those sites, I don’t remember that detail, 
but the five-dam plan did not include a project at Brownlee with a 
million acre-feet of storage, or the same development at the low site, 
as was finally applied for. It was a different scheme of development. 

Senator Kerauver. The remaining 4, outside of Oxbow, which you 


94133—57—pt. 126 








398 RAPID AMORTIZATION IN REGULATED INDUSTRIES 


say were contemplated in the original plan, have now been reduced 
to 2; is that right? 

Mr. Mason. Yes, sir; to develop the same stretch, that is correct. 

Senator Kerauver. Mr. Mason or Mr. Kuykendall, later on, as I 
understand it, the intervention of the Secretary of Interior was with- 
drawn. If that is true, give us the date. 

Mr. Mason. The Secretary requested to withdraw the petition to 
intervene, and that was granted by order of the Commission issued 
May 19, 1953. 

Senator Wuey. Who was Secretary then ? 

Mr. Mason. At that date, Secretary McKay. 

Senator Kerauver. That seems to be 4 days after you became a 
member and Chairman of the Commission, Mr. Kuykendall. 

Mr. Kuyxenpatu. Apparently, it was. 

Senator Kerauver. Was that done upon hearing before the Com- 
mission or order of the Commission that they were allowed to with- 
draw their intervention ? 

Mr. Mason. They were allowed to withdraw by an order of the 
Commission. There was no hearing. 

Senator Keravuver. Does that appear in the opinion of the Com- 
mission, opinion No. 283 ? 

Mr. Kuyxkenpatu. Senator, what did you ask in regard to that 
opinion ? 

Senator Keravver. I say, Does the reference to this withdrawal 
appear in the opinion 283 of the Commission ? 

r. KuyKENDALL. We don’t see any reference to it, offhand, Sena- 
tor. I don’t believe it does. I might add I don’t recall now whether 
I voted on approving the withdrawal of the Secretary of Interior or 
not. I may not have, because I did not vote on a lot of matters, at the 
very first, with which I was unfamiliar. 

Mingbit Wuey. A little louder, please. 

Mr. Kuyxennatt. I say I don’t recall now whether I participated 
in the Commission’s vote to permit the withdrawal of the Secretary 
of the Interior from the case, which order apparently was issued on 
May 19, for the reason that, in my early days with the Commission, 
I did not participate in a number of matters that were coming up with 
which I did not hive familiarity. Of course, I may have participated 
there, because it was rather a routine matter. I mean the Commission 
could not compel him to participate anyway. 

Senator Keravuver. Do you have a reference to when the hearings 
were held on the three projects, Oxbow, low Hells Canyon, and 
Brownlee? 

Mr. Kuyxenpatu. Mr. Mason will answer that. 

Mr. Mason. Those hearings started, Mr. Chairman, on July 7, 1953. 
They were recessed and reconvened from time to time, and were 
completed on July 9, 1954. My recollection is we had some 140 to 
150 hearing days during that period. 

Senator Krravver. Mr. Kuykendall or Mr. Mason, I assume that 
in the making of application and the presentation of testimony in 
connection with this one as with other power applications for li- 
censes, the application states in detail what the size of the project 
will be, how many installed kilowatts will result and what the firm 
power will be, what the size of the generators and dynamos will be, 
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so that there would be a definite amount of electricity to be available 
from the project which information would be given to the Commission. 

Mr. Mason. Our rules require an applicant to state the installed 
capacity proposed for the generators. It does not necessarily require 
an estimate of the output in the terms of nominal prime power or 
prime power or any particular terminology, but sufficient information 
is given in order to make a determination of what output is expected. 

Senator Krrauver. In connection with these three projects, can you 
refer us to the place in the opinions as to the amount of installed 
capacity or can you give us that information right off / 

Mr. Mason. Mr. Chairman, in the Commission’s opinion 283 be- 
ginning immediately after page 24 of the opinion, the Commission’s 
order in the case is printed, and beginning on page 2 of the order, 
finding 5, we have a detailed description of the project, including 
all 3 developments, which gives you the installed capacity, the storage 
capacity, the reservoirs, the drawdown and the location and all of the 
details of all 3 developments are set out there. 

Senator Kerauver. That begins on pages 2 and 3 of the order? 

Mr. Mason. There is a summary statement in not so much detail 
which gives you your installed capacity figures that begins at the 
bottom of page 1 of the opinion proper. 

Senator Kerauver. Tell us the so-called installed kilowatt capacity 
of these three dams, Oxbow, low Hells Canyon, and Brownlee, as 
set forth in the order of the Commission. 

Mr. Mason. The Brownlee development as set out in the opinion 
and order would have initial installation of 360,400 kilowatts with 
provisions for an additional 180,200 kilowatts. 

The Oxbow development would have an initial installation of 
151,000 kilowatts with provision for an additional 75,500. kilowatts. 
Low Hells Canyon would have an initial installation of 272,000 kilo- 
watts with provision for an additional 136,000 kilowatts. 

Thus the development would total 783,400 kilowatts of installed 
capacity initially, would have an ultimate capacity of 1,175,100 kilo- 
watts. 

Senator Keravver. Recite that again, please. 

Mr. Mason. 1,175,100 kilowatts. 

Senator Kerauver. That is the total? 

Mr. Mason. That is the ultimate plan, total installed capacity for 
the three developments combined. 

Senator Keravuver. That is what you had when you passed on it? 

Mr. Mason. Yes, sir. 

Senator Keravuver. 1,175,000 kilowatts? 

Senator Dirksen. In round figures initially about 800,000, the 
ultimate capability 1.2 million, rounding it off that is correct. 

Senator Kerauver. If there has been any change in their specifica- 
tions, would the Idaho Power Co. have been obligated to tell you 
about it ? 

Mr. KuykenpaL. No; there has been no change in that that I 
know of. 

Mr. Mason. To answer your question specifically, Mr. Chairman, 
the license states the authorized horsepower capacity of every one of 
these major projects, and if there is any change in that or they 
proposed any change, the Commission has to approve that. 
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Senator Kerauver. They would have to come back and present 
any proposed change to the Commission and the Commission must 
pass on it; is that correct? 

Mr. Mason. That is correct. Whether that is passed on prior to 
an actual change or not may not result in every case because this is 
their best estimate at the time they apply for the license when they 
go into manufacturing these units and they come out, the manu- 

acturer may rate them a little differently, a little lower or a little 
higher than the applicant’s estimate, but those are only minor changes. 
There has been no substantial change. 

Senator Keravuver. You mean the manufacturer of the generator ? 

Mr. Mason. The turbine and generator, they rate them both. 

Senator Kerauver. Anyway, there has been no applicetion for a 
change and nochange has been granted, is that correct 

Mr. KuyKeNnpauu. That is correct. 

Senator Keravver. So your decision was based upon ultimate capac- 
ity of 1,175,000 installed kilowatts ? 

Mr. Kuykenpatu. That is correct. 

Senator Keravuver. Your opinion somewhere says this installed 
capacity of this power was needed in the applicant’s own system. 
That may not be the exact language. 

Mr. Kuykenpa.u. I think that is on page 20, Mr. Chairman. 

Senator Kerauver. It states on page 20: 


As a practical matter Brownlee and Oxbow are definitely needed within the 
near future to supply applicant’s own needs, and if a sufficient load does not 
develop to justify construction of low Hells Canyon within the time limits 
imposed in the license, the Commission may either extend the time for con- 
struction or terminate the license for that project whichever is in the public 
interest at the time the matter is under consideration. 


Is that based upon the detailed testimony and evidence brought out 
before the Commission ? 

Mr. Mason. Do you mean with respect to the need for the power, 
Mr. Chairman? 

Senator Keravuver. Just that conclusion that you made there. 

Mr. Mason. At the top of page 20, the estimates are set out as to 
when the power would be needed, and the statement that you have 
just read is a conclusion from the evidence in the record. 

Senator Kerauver. Suppose you read the paragraph you refer to 
at the top of page 30. 

Mr. Mason (reading) : 

The record includes power requirement and supply estimates for the Idaho 
Power Co. system up to and including the year 1975, such estimates having been 
made by the applicant and the Commission staff. These estimates show that the 
output of the Brownlee development would be needed by the time it could be 
completed, and that an additional supply from Oxbow would be needed by 1962. 

These estimates also show that the output of the three developments would be 
fully utilized in the applicant’s own system by about the year 1975. 

Senator Keravuver. The point I am trying to get at is that insofar 
as the construction of Oxbow and Brownlee, I find here there is no 
mention in the Federal Power Commission’s staff counsel’s brief on 
Oxbow and Brownlee of any surplus power or any excess power for 
over and above the needs of the utilities’ own requirements. 

Mr. Mason. Could I volunteer something, Mr. Chairman, that 
might help you with this? 
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Senator Kerauver. Surely, Mr. Mason. 

Mr. Mason. At the stage where the examiner issued his opinion here, 
his decision, initial decision, he recommended construction of Brownlee 
only and the licensing of Brownlee. At that time the staff, in accord- 
ance with the Commission’s rules—and all the parties had an opportu- 
nity to file exceptions, and the staff did except to that holding of the 
examiner—and our position was that the load estimates in the record 
based on the expected load of Idaho Power Co. alone without regard 
to any possible sales to other utilities, would justify the Commission 
in licensing all 3, with the exception that the Idaho load alone would 
absorb the output of the 3 developments by the year 1975. 

The statement that you have quoted as to the possibility that they 
might terminate the license is a restatement of the provisions of sec- 
tion 13 of the Federal Power Act, and that is true with respect to any 
license, whether it be this particular license, or any other license. 

Section 13 of the act that I am referring to is quoted on page 21 
of the Commission’s opinion. . 

Senator Wirry. Will you read it, please ? 

Senator Kerauver. Tell us again what this is, Mr. Mason. 

Mr. Mason. This is section 13 of the Federal Power Act, and it ap- 
pears at title 16, United States Code, section 806: 

Section 13. That the licensee shall commence the construction of the project 
works within the time fixed in the license, which shall not be more than 2 years 
from the date thereof, shall thereafter in good faith and with due diligence prose- 
cute such construction, and shall within the time fixed in the license complete 
and put into operation such part of the ultimate development as the Commission 
shall deem necessary to supply the reasonable needs of the then available market, 
and shall from time to time thereafter construct such portion of the balance of 
such development as the Commission may direct, so as to supply adequately the 
reasonable market demands until such development shall have been completed. 

The periods for the commencement of construction may be extended once, but 
not longer than 2 additional years, and the period for the completion of construc- 
tion carried on in good faith and with reasonable diligence may be extended by 
the Commission when not incompatible with the public interest. In case the 
licensee shall not commence actual construction of the project works, or of any 
specified part thereof, within the time prescribed in the license, or as extended by 
the Commission, then, after due notice given, the license shall, as to such project 
works or part thereof, be terminated upon the written order of the Commission. 

In case the construction of the project works, or of any specified part thereof, 
have been begun but not completed within the time prescribed in the license, or as 
extended by the Commission, then the Attorney General, upon the request of the 
Commission, shall institute proceedings in equity in the district court of the 
United States for the district in which any part of the project is situated for 
the revocation of said license, the sale of the works constructed, and such other 
equitable relief as the case may demand, as provided for in section 26 hereof. 


Senator Witey. You read a statute and not simply an order; is that 
right ¢ 

Mr. Mason. The section I have just read is quoted directly from the 
copy of the Federal Power Act that I have here before me, and is the 
same as appears in title 16, United States Code, section 806. 

Senator Kerauver. Thank you, Mr. Mason. 

Mr. Kuykendall or Mr. Mason, is there any finding that Oxbow and 
Brownlee will have any excess capacity over and above their normal 
requirements and growth requirements of the Idaho Power Co.? 

Mr. Kuyxenpatu. The staff will find some language, I think. I do 
not know that we required Idaho Power to connect with the Bonneville 
power system. 
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Senator Kerauver. They built a 100,000-kilowatt transmission line, 
or plan to? 

Mr. KuykKenpbai, 220,000. 

Senator Keravver. I had understood that your requirement was 
100,000. They had some plans about increasing it ? 

Mr. Mason. The license did not require any particular sized line, Mr. 
Chairman. It merely required integration with the Northwest pool. 
They have, subsequently, either completed or are well along with con- 
struction of a 220-kilovolt line. 

Senator Kerauver. Was there any finding that there would be any 
excess capacity over and above the normal growth of demands and in- 
creased demands from time to time of the Idaho Power Co.’s normal 
growth ? 

Mr. Mason. I think I can quote from the Commission’s opinion in 
answer to that, Mr. Chairman. Again, on page 20, the second para- 
graph, and, if I may quote, I think it is an answer to your question. 

Senator KEFavuver, Very well. 

Mr. Mason. I quote: 


In addition, the record indicates that there is a good possibility that power 
provided by the three developments and not needed by the applicant in its system 
between now and 1975 can be disposed of to the Utah Power & Light Co., a pre- 
dominantly steam-electric system, and possibly to other utilities. 

Senator Krerauver. Read the rest of it. 

Mr. Mason. The next sentence is: 


Whether or not the applicant does dispose of power to other systems should 
not affect our decision to issue a license for the three developments. 

Senator Keravver. Continue to read, please. 

Mr. Mason (reading) : 

As a practical matter, Brownlee and Oxbow are definitely needed within the 
near future to supply applicants’ own needs, and if a sufficient load does not 
develop to justify construction of low Helis Canyon within the time limits 
imposed in the license, the Commission may either extend the time for construc- 
tion or terminate the license for that project, whichever is in the public interest 
at the time the matter is under consideration. 

Senator Krrauver. Those paragraphs speak for themselves. Is 
there any finding that there would be any excess power for defense 
purposes in the Northwest? The committee is delighted to have Sen- 
ator Carroll, of the Interior Committee, and Senator Dworshak, of the 
Interior and Appropriations Committees, here, and we will be glad 
to have the Senators participate. 

Mr. Mason. To answer the question, there is no specific finding 
in the Commission’s decision as to need for power for defense pur- 
poses separately from other needs. The findings are based on load 
estimates, future load estimates for all purposes, industrial, farm, 
residential, irrigation loads, and any type of load that is to be expected 
in that area between 1953 and 1957. The Commission made no find- 
ing, specific finding, with respect to need for this power for a spe- 
cific defense load. 

Senator Kerauvrr. Mr. Seaton, in his letter of March 19, 1957, 
said he had reviewed the record before the Federal Power Commission. 
Here is what he said: 


Furthermore, I am convinced by the record that the hearings before the 
Federal Power Commission established that these hydroelectric projects were 
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not planned for the purpose of creating excess capacity in the company’s system, 
which has been a critical factor in granting of tax-amortization certificates. 

Do you agree with that; that they were not planned for creating 
excess capacity in the company’s system ? 

Mr. Mason. I think that is in agreement with the record, Mr. Chair- 
man. As far as the record shows—and the record is before the Com- 
mission—Idaho was constructing these projects because they needed 
is to meet their load. It was growing very fast in the area. 

Senator Krravuver. To meet their normal growth and development. 
You say this is in accordance with the record ? 

Mr. Mason. Yes, sir. 

Senator Keravuver. Do you agree, Mr. Kuykendall? 

Mr. KuykEnpa., I believe it is, Mr. Chairman. 

Senator Kerauver. There have been no changes in the plans sub- 
mitted to you? 

Mr. KuyKenpbat.. No. 

Senator Krerauver. I say to my colleagues on the committee that I 
want briefly to go over these points that I thought were important 
here and we would come back to them. I know all of you will have 
questions to bring out these matters in more detail. 

Senator Dirxsen. Can I ask one question that I think will be help- 
ful at this point? 

Mr. Kuykendall or Mr. Mason, when you issue a license, there is no 
requirement on the Federal Power Commission, insofar as I know, 
that you take into account whether or not at some future time a licensee 
is going to make application for a tax-amortization certificate. Does 
that enter into your considerations at all when the matter of issuing a 
license is before the Commission ? 

Mr. KuykKENDALL. No; it does not, and did not in this case, enter 
into our considerations at all. 

Senator Kerauver. Does it at any time with respect to any project? 

Mr. KuyKenbatu, None that I know of. 

Senator Keravver. Is there anything in the law under which you 
operate that makes it necessary for you to give attention to that factor? 

Mr. KuyKenpau, No; there is nothing that I am aware of. 

Senator Keravver. I think some of the confusion comes about as to 
whether or not that was a matter in the contemplation of the Com- 
mission or whether it was a factor which the Commission takes into 
account. That is a wholly separate and distinct item. 

Your only problem is to estimate power needs, pass upon the repre- 
sentations that are made for a license, the question of the capacity of 
the potential licensee to carry out the representations they make to 
the Commission. 

Mr. KuyKenDaL. That is right. 

Senator Keravver. Other than that, you have no function with 
reference to tax certificates? 

Mr. KuyKENDALL. No; we don’t and our decision and our opinion 
and our order and our findings were based on the ordinary assumption 
of orthodox financing. 

Senator Keravver. I think we all understand that insofar as the 
tax certificates are concerned, that is done by the ODM in consultation 


with its delegate agencies, which in the case of power is the Interior 
Department. 
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Senator Drrksen. May I ask one other question ? 

Senator Kreravuver. Let me finish this question. 

The Federal Power Commission is the one agency of the Federal 
Government which keeps, you might say, a day by day or a con- 
tinuing record of the power situation, the power demands of the 
United States, the capacity of the various generating plants. You 
have the engineers who are in touch with the power requirements, 
the amount of excess, the amount of generation and matters of that 
sort, isn’t that true, Mr. Kuykendall? 

Mr. Kuyxenpatu, Yes, Mr. Chairman, that is true. I think the 
Federal Power Commission has more information on the power situ- 
ation in the country than any agency or any organization or any 
person. We are pretty much headquarters for statistical information 
on the electric power industry. 

Senator Kreravuver. In the ‘Federal Government you are the agency 
that has the prime responsibility for keeping up with generation re- 
quirements, needs, excess, and all related matters to the electric power 
picture? 

Mr. Kuykenpat.. That is right. We make power requirements 
studies and power market studies, all those things. 

Senator Kreravver. So you make your decisions based upon engi- 
neering reports and actual facts that you have developed by your 
own staff and by the information that comes to you, isn’t that correct? 

Mr. Kuykenpatu. That is true. Of course in any one case we 
make our decision on the facts in the record of the case. 

Senator Krravuver. Excuse me, Senator Dirksen. 

Senator Dirxsen. That is all right. 

Was this particular project or group of projects handled differently 
from any other application that you have had in the past? 

Mr. KuYKENDALL. I am sure it was not, but since it started imme- 
diately after I got there, I would like to have Mr. Mason answer that 
question. 

Mr. Mason. The answer, Senator, is that it was not handled differ- 
ently from other applications except to the extent that this was a 
case in which objection was made to the granting of the application 
and it was necessary to hold a hearing. 

In 9 out of 10 applications cases no substantial objection is made 
and the Power Act only requires an opportunity for hearing. If no- 
body requests a hearing, then the Commission acts on the applications 
on the basis of the reports from the other Federal agencies, Army, 
Agriculture, and Interior, and also the State agencies, conservation 
agencies and any other agencies interested, and on the basis of the 
staff study and investigation report and recommendations. 

Senator Dirksen. You did have about 150 days of hearings on this? 

Mr. Kvyxenpatu. That is correct, Senator. 

Senator Dirksen. Which would imply of course that it had a pretty 
thorough exploration before a license was issued ? 

Mr. Mason. This record is the longest record and the most detailed 
record that I have any knowledge ‘of before the Commission in a 
license case, and I have been working on license matters since 1941. 

Senator Diexsen. In the presentation of the case to support the 
application, was the question of tax certificates presented to the Com- 
mission at any time? 
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Mr. Mason. There is testimony in the record from Mr. Roach who 
is president of the company and from two financial witnesses that 
they presented in support of their ability to construct and finance the 
project, in which Mr. Roach stated that they had filed tax amortiza- 
tion certificates for Brownlee and Oxbow and had not for low Hells 
Canyon. 

The finance witnesses testified that they had not taken into account 
any tax deferral that might result in the event those certificates were 
granted. They had based all of their opinion and testimony and 
evidence on conventional financing, conventional taxes, conventional 
depreciation. 

Senator Dixsen. Was that in the nature of gratuitous testimony, 
since the Commission has no authority to pass upon that matter, or do 
you? 

, Mr. Mason. Mr. Roach testified in answer to questions from his 
own counsel that they had filed these tax amortization certificates, and 
stated why. He also testified on cross-examination by Mr. Hilmer 
who was representing the National Hell’s Canyon Association, Ine., 
the two finance witnesses testifying on cross-examination by Mr. 
Hilmer. 

Senator Dixsen. But under the statute under which you operate, 
is that a consideration that the Federal Power Commission takes into 
account or do you just proceed on the facts with respect to need, ca- 
pacity to build the plants, complete them in time, and so forth? 

Mr. Mason. The latter is correct, Senator. 

Senator Dixsen. In other words, whether they did or did not file 
for a tax amortization certificate, and whether or not they presented 
anything to the Commission on that point, had no bearing on the 
decision of the Commission with respect to the issuance of the 
license ? 

Mr. Kuykenpauu. That is correct. The Commission—and I am 
sure that this is true of all five members—gave no consideration what- 
soever to the possibility of a fast writeoff. 

We assumed and thought that there would be conventional financing 
in every respect, and on that basis we were thoroughly confident that 
the company could finance it. 

It was a sound project. 

Senator Keravver. What do you mean by conventional financing? 

Mr. KuyKenpatu. I mean by issuing—raising the capital for the 
project through issuance of bonds or issuance of stock or preferred 
stock or a combination of all three or other types of similar securities. 

Senator Kerauver. You mean it was not contemplated that they 
would need to have fast tax writeofts? 

Mr. KuyKenpaLh. No; it was not. 

Senator Witey. May I ask a question, Mr. Chairman? 

Senator Krrauver. Yes, Senator. 

Senator Wier. I think that I for one am beginning to see light 
in this picture but I want to ask a few questions. We can agree that 


the legal right to authorize the tax amortization certificates is in 
ODM, is that right? 


Mr. Kuykenpbau. Yes. 
Senator Wirey. Can we agree that it is not your function to advise 
or suggest in relation to granting such amortization certificates? 
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Mr. Kuykenpatn. Yes; we can agree to that too. 

Senator Wirey. Can we agree that you complied with that situa- 
tion so that you did not advise or put your fingers into that proposi- 
tion ? 

Mr. KuyKenpauu. That is correct. We did not advise, and were 
not asked by ODM for any advice on the granting of certificates for 
accelerated depreciation. 

Senator Wixey. In other words, you were not asked, like the Sec- 
retary was, and he gave advice against granting, in substance? 

Mr. Kuykenpatu. We were not asked and had no knowledge that 
the Director of ODM was asking anybody else in the Government or 
was 

Senator Witey. You had no knowledge of that? 

Mr. KuyKenpatt. No. 

Senator Wirry. Nor did you volunteer any advice to anybody ? 

Mr. Kuykenpat. No; none at all. 

Senator Keravuver. You did not have any information about it, 
did you? 

Mr. Kuyxenpatu. No. 

Senator Wirry. The reason I am asking this is because there has 
been a lot of loose statements, and all I want is the facts. As far as I 
am personally concerned, we can differ as to the advisability of the 
certificates, but I personally feel that we should, wherever we can, 
clear up a lot of rumors. 

Frankly, I was in favor of Hells Canyon. I got hell for it all 
along the line but that does not make any difference. 

Mr. Kuyxenpatu. You get hell no matter what your views are on 
that. 

Senator Wizey. Of course, but in order to make my position clear 
in this matter, I am still thinking that it is my function on this com- 
mittee to see that there is not, as I said the other day, a smoke screen in 
the picture in relation to individuals. 

Now I have got it clear. You people were not interfering nor did 
you have any authority to interfere nor did you grant any advice or 
suggestion to ODM or anyone else on the subject. 

Mr. KuyKenpau. That is true. Now there is one bit of cor respond- 
ence. We had an inquiry from ODM in 1955, and I have photostatic 
copies here of the letter ODM wrote us and our answer. 

Senator Kerauver. Suppose you make those exhibits so we can get 
them in the record. 

Mr. KuyKkenpbati. We were not asked for advice in the matter. 
These are self-explanatory, but we were asked to supply any informa- 
tion in the Commission’s files relative to applications for tax amortiza- 
tion in connection with the proposed power developments in Hells 
Canyon. We had no information in our files other than the testi- 
mony that Mr. Mason just referred to that one of the representatives 
of Idaho Power gave at the hearing, and we supplied excerpts of 
that testimony to ODM. 

That was in 1955. 

Senator Kreravver. How long are the letters, Mr. Kuykendall? 

Mr. Kuyxenpatu. The quoted testimony goes on for almost six 
pages. 
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Senator Kerauver. We will put in the record the letter of ODM to 
you and your letter to ODM. 
(The letters referred to are as follows :) 


Projects Nos. 1971, 21382, and 2133. 
Idaho Power Co. 
OctToBER 7, 1955. 
Mr. Grorce A. LANDRY, 
Assistant Director for Production, 
Office of Defense Mobilization, Washington, D. C. 

Dear Mr. LANpRY: This is in reply to your letter of September 16, 1955, re- 
questing any statements from Idaho Power Co. or other information in the 
Commission’s files relative to applications for tax amortization in connecton 
with the proposed power development in Hells Canyon. 

Attached are excerpts from the transcript of the hearing before this Commis- 
sion in the above-designated matters which contain references to tax amortiza- 
tion made by witnesses for the Idaho Power Co. The testimony was given by 
Mr. Thomas E. Roach, who, at the time he testified, was president and general 
manager of Idaho Power Co., and the two financial witnesses, Mr. Albert H. 
Cordon, of Kidder Peabody Co., and Mr. Stewart 8S. Hawes, of Blyth & Company, 
Ine. 

We trust that this information will be helpful to you in your considerations, 

Sincerely yours, 
JEROME K. KUYKENDALL, 
Chairman. 


{Excerpts from transcript of hearing] 
IN THE MATTER OF IDAHO POWER Co—ProJeEcT Nos. 1971, 21382, aNp 2133 
TESTIMONY RE TAX AMORTIZATION 
(Vol. 7 (July 9, 1953), p. 1537, lines 1-16, inclusive) 


By Mr. Parry: 


Q. And how much new money then do you estimate that you would have 
to raise during the 10-year period by financing? 


By Mr. RoacH: 


A. Well, on the basis of this construction budget, approximately $180 million. 

Q. Now, in making those computations, have you assumed what we might 
eall conventional financing and taxing, or have you used this fast amortizaton 
provided by statute at the present time?—A. No, in that computation I have 
assumed entirely conventional financing and taxation and no fast or accelerated 
amortization, but certainly if accelerated amortization were available to us 
we would take advantage of it availability (sic) of that privilege, and to the 
extent that it was accorded us our initial cash requirements during the pe- 
riod of the fast amortization would be reduced in proportion to the amount of 
the annual accelerated amortization tax effect. 


(Vol. 59 (November 25, 1953), p. 7798, line 2, through p. 7800, line 5) 


By Mr. HILMER: 


Q. Another item of cash additions in exhibit 28 is entitled ‘Accelerated 
Amortization on Emergency Facilities,” estimated at $565,000 in 1953; is that 
correct? 

By Mr. Hawes: 

A. Yes. 

Q. Do you know whether the cash generation estimates for the years 1954 
through 1962 include amounts for further accelerated amortization?—A. I can’t 
recall. 

Q. Do you know whether the Idaho Power Co. has filed applications with the 
Office of Defense Mobilization for certificates covering accelerated amortiza- 
tion?—-A. I can’t remember for sure. I have a feeling that they have, but I 
cannot remember definitely. 

Q. Do you know, Mr. Hawes, whether the cash generation estimates for the 
years 1954 through 1962 take into account regular dividends on the preferred 
and common stock?—A. Yes; they do. 
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Q. Do you remember at what rates?—A. I think I testified on the preferred 
stock. The existing rates plus, as I recall, approximately 5 percent on the new 
issues, and the common stock at approximately 70 percent of earnings, starting 
with the present rate of $2.20 a share. 

Q. Do you know, Mr. Hawes, whether the company has made any detailed 
estimates of its future taxes in each of the years 1954 through 1962?—A. I don’t 
know how detailed they are, but they have made assumptions about taxes, because 
to prepare these figures they had to make some assumptions about earnings. 

Q. With respect to accelerated amortization, do you believe that the granting 
of certificates by the Office of Defense Mobilization would be an important factor 
in determining the feasibility of the proposed financing, since such a substantial 
percentage of the financing is to be derived from net cash generation?—A. No; 
I don’t believe so. Rather, I believe that it is not a substantial element. 

Q. Could you explain that, sir?—A. I believe the company will be permitted 
to earn and can economically earn in the neighborhood of 5%, percent to 6 per- 
cent on its net capital, and that is after all amortization, depreciation, and 
taxes. And I think over a period of time that economics will permit it to earn 
that and regulatory bodies will permit it to earn that. Therefore, I think the 
investing public believes that the details of whether the amortization is a little 
larger at the beginning than it is over a period of years is not in a situation 
of this kind very material. 

Q. Do you know, Mr. Hawes, whether for ratemaking purposes the regu- 
latory authorities give recognition to accelerated amortization?—A. I believe 


the treatment varies under various jurisdictions, and I don’t know what Oregon 
and Idaho provide about it. 


(Vol. 64 (Dec. 3, 1958), p. 8326, line 25, through p. 8328, line 14) 
By Mr. HILMErR: 


Q. In exhibit 28, another item of cash additions is an item called accelerated 

amortization, and for 1953 this is estimated at $565,000, is it not? 
By Mr. Gorpon : 

A. Yes, sir. 

Q. Have you seen Idaho Power Co. estimates of this item for the years 1954 
through 1962?—A. I know, in general, what they will be. I believe that that 
item increases to approximately $960,000. 

Q. By what year?—A. I believe by 1958. 

Q. Is that true under the so-called accelerated program as well as under 
the long-term program?—aA. It has nothing to do with the program. It has to 
do with facilities that now have been constructed, so that the amount would 
be the same. 

Q. Do I understand that the estimates of accelerated tax amortization would 
be unreflected by the speed with which the construction program is carried 
forward?—A. As I understand it, the accelerated amortization emergency fa- 
cilities, the figure for them, are based on property now in operation by the 
company. 

Q. And projections of this item through 1962 would have no relation to the 
projected construction program of the company?—A. The present accelerated 
amortization emergency provision that the company obtained from the Gov- 
ernment would have no reference to the projected program. And I believe 
that the amount ends in 1958, but I am not sure of that. I believe in 1958 
that the accelerated depreciation permitted by the Government on the plant 
now in use ends. 

Q. Do you know whether the Idaho Power Co. has filed application with the 
Office of Defense Mobilization for certificates authorizing accelerated tax amor- 
tizations with respect to any of the company’s three construction (proposed) 
projects?—A. No, sir; I do not believe it has. I do not know. 

Q. And do you understand, then, that the net cash generation figures are 
computed without regard to any tax amortization, special tax amortization, 
with respect to the construction costs of the three-dam projects?—A. I believe so. 
(Vol. 67 (December 8, 1953), p. 8731, line 6, through p. 8735, line 16) 


By Mr. HILMeErR: 


Q. The next item (on exhibit 28) is called accelerated amortization emergency 
facilities. Will you explain briefly what that refers to? 





RAPID AMORTIZATION IN REGULATED INDUSTRIES 409 


By Mr. Roac#: 


A. Yes. That is the deferral of taxes on certain portions of the property for 
which the company ‘received an amortization certificate, and the amounts 
therein represent the difference between the taxes that would have been 
paid in that particular year had normal depreciation been deducted for tax 
purposes and the deduction permitted under the terms of the accelerated 
amortization. That amount there is shown in our income account on a special 
earmarked account as taxes deferred and credited to a special reserve account 
on the balance sheet reserve for future taxes, in accordance with the order 
and instructions of the Idaho and Oregon Public Utilities Commissions. 

Mr. Parry. Could I ask one question here just to keep the record straight. 
With what particular project is that item there associated? 

The Wirness. In part it is the C. J. Strike project and in part the trans- 


mission line going in to serve the Calera Mining Co., the cobalt develop- 
ment below Salmon. 


Mr. Parry. Thank you. 
By Mr. HiMeEr: 


Q. In your projection of exhibit 28, is provision made for any such ac- 
celebrated amortization items with respect to any of the three dam projects?— 
A. Weill, there are no items that have anything to do on exhibit 28, as I re- 
call it, with the three-dam project, are there? : 

Q. No, but my question related to the projection of exhibit 28 through 
1962.—A. Similar to exhibit 28? 

Q. Yes.—A. No; there are node. 

Q. Has the Idaho Power Co. filed application with the Office of Defense Mobil- 
ization with respect to any of the proposed three dam constructions?—A. It 
has filed application in connection with the Oxbow and the Brownlee projects. 

Q. But not with respect to the low Hells Canyon project ?—-A. No; we haven’t 
filed with respect to the low Hells Canyon Dam project, and the reason we have 
not is because we were advised that in the program of the Defense Electric 
Power Administration, the Office of Defense Materials, there had been set 
up an objective or a target of a million kilowatts of generating capacity for 
which certificates might be issued; and of that million kilowatts in the tar- 
get or objective range, 800,000 had already been allocated and certified, and 
we were advised that only 200,000 kilowatts of capacity remained available 
for application. Therefore, it would do us no good to file for anything beyond 
that. In addition to that, we were advised that to be eligible for a certifi- 
cate the project would have to start within 6 months after the certificate 
was issued and be.completed by the end of 1955. We concluded that on neither 
score was there any hope of any promise of a certification as far as the Hells 
Canyon Dam unit in our proposed program was concerned. 

Q. Have you in part also explained then why you haven’t made provision in 
your projection of exhibit 28 for any accelerated amortization items relating to 
Oxbow and Brownlee?—A. I think I have explained it in its entirety, as far 
as I know. Our filing of the application, I felt, was an obligation and inherent 
in our fulfillment of our responsibility as officers of the company, because the 
Internal Revenue Act, section 124 (a), specifically provides for it, and had we 
not at least made the effort, even though we had faint hope of any success, 
we would have been derelict in our responsibility to our customers. 

Q. But I take it that the absence of accelerated amortization items in your 
projection of exhibit 28 is due to the faintness of hope with respect to your 
pending application before the ODM: is that correct?—-A. Absolutely. I testi- 
fied, on direct, that we hadn’t included it, but if it were available to us we cer- 
tainly would take steps to put ourselves in the position to take advantage of it, 
so that, if and when the time came that seemed expedient and advantageous to 
do so, we would have taken the necessary steps and qualified to take advantage 
of it. 

Q. And, if your faint hopes should blossom, it would have the effect of in- 
creasing your estimated cash generation figures, would it not?—A. Yes; it would. 

Q, And perhaps very materially?—aA. Relatively speaking, I would say mate- 
rially. I have no idea as to—— 

Q. You have no idea what, sir?—A. I will stop right there. 

Q. On what percentage of your costs on Oxbow and Brownlee are you applying 
for a certificate—A. We are applying for no percentage at all, Mr. Hilmer. My 
understanding of the procedure in effect is that—I don’t know who does this, 
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whether it is the ODM or the Defense Electric Power Administration, if such 
is still in existence—a determination is made by whatever agency has that respon- 
sibility as to how much of a particular project is in excess of the normal needs of 
the particular applicant, having in mind some advance period of growth for which 
provision is made. In connection with our application, we were required to file 
a projection of low (load) growth, existing capacities, and proposed additions to 
capacities, and, through the medium of an established formula, determination 
was subsequently made as to what part of the installation is eligible, if at ali, 
for accelerated amortization. And it might be anything from 10 perecnt to, 
I suppose, 50 percent or—I don’t know whether they have a ceiling on it now 
or not. 

Q. In the case of the Strike project, which I understand is reflected in exhibit 
28 in the accelerated-amortization figure, what percentage was allowed?—A. My 
recollection is that it was 50 percent of the depreciable property, or 50 percent 
of the property excluding land, or some such limitation. 


EXECUTIVE OFFICE OF THE PRESIDENT, 
OFFICE OF DEFENSE MOBILIZATION, 
Washington, D. C., September 16, 1955. 
Project 1971. 
Hon. JEROME K. KUYKENDALL, 
Chairman, Federal Power Commission, 
Washington, D. C. 


Dear Mr. KUYKENDALL: There is attached a copy of a letter addressed to Dr. 
Flemming on August 9, 1955, by Senator Wayne Morse, which refers to applica- 
tions for tax amortization filed with the Office of Defense Mobilization by the 
Idaho Power Co. in connection with the proposed power development in the 
Hells Canyon reach of Snake River. 

You will note that Senator Morse makes reference to the licenses recently 
granted to this power company by the Federal Power Commission and expresses 
his opinion as to the relationship between the granting of the licenses by the 
Federal Power Commission and the pending applications for tax amortization. 

In order that we may have all pertinent facts before us when we decide what 
action is to be taken on the applications for tax amortization, we will appreciate 
your cooperation in furnishing us any statements from the company or other 
information which should be taken into account. 

Sincerely yours, 
GEORGE A. LANDRY, 
Assistant Director for Production. 


UNITED STATES SENATE, 
COMMITTEE ON FOREIGN RELATIONS, 
August 9, 1955. 
Mr. Artuor S. FLEMMING, 
Director, Office of Defense Mobilization, 
Washington, D.C. 

Deark Mr. FLEMMING: The Office of Defense Mobilization is urged to deny the 
Idaho Power Co.’s applications for accelerated amortization certificates for 
Brownlee and Oxbow small dam projects. 

Last Thursday, the Federal Power Commission decided to grant licenses 
to the Idaho Power Co. for construction of three dams in the Hells Canyon reach 
of Snake River. The Commission, as one of its major reasons for its decision, 
had this to say: “* * * under existing law, these public purposes will be 
realized without expense to the United States to the extent that the projects 
are constructed by a non-Federal agency.” At the same time that the Commis- 
sion handed down its decision, the Idaho Power Co. had, pending since August 
1953 with the Office of Defense Mobilization, accelerated amortization applica- 
tions for 2 of the 3 dams for which licenses are to be issued. 

During the proceedings before the Federal Power Commission, the Idaho 
Power Co. claimed that its proposal would not cost the United States any 
money, even though, as I have just pointed out, it had filed with your agency 
for rapid tax writeoff certificates only a few months after the Federal Power 
Commission hearings began. 

To prevent the Federal Power Commission from once more becoming a party 
to such a public deception, I wish to call to your attention the following: “The 





RAPID AMORTIZATION IN REGULATED INDUSTRIES 411 


Idaho Power Co. application with ODM is for the total cost of both dams, 
$103,082,000. The Washington Water Power Co. was allowed certificates for 65 
percent of its similar request for accelerated amortization on Cabinet George 
Dam.” 

Using this percentage as applied to the Idaho Power matter, it would result 
in Federal tax savings to the amount of $31,357,000 for Idaho Power during the 
first 5 years of operation of Brownlee and Oxbow projects. 

The $31,357,000 is a direct cost to the Federal Government. It must be made 
up by an equivalent amount of tax revenues from the general taxpaying public, 
or from Government borrowing, which in the long run is exactly the same thing. 

What is more, the $31,357,000 constitutes, as the Federal Power Commission 
itself has described the quick writeoff, nothing more or less than an interest- 
free loan to a private utility by the United States Government. 

The Idaho Power Co., investing this amount at 6 percent per year interest 
would realize the colossal sum of $338,406,000 over the 50-year length of the 
licenses of Brownlee and Oxbow Dams. I have heard no public utterance, either 
by the Idaho Power Co., nor by the Federal Power Commission that the com- 
pany would or should refuse to accept this tremendous Federal subsidy, which 
amounts to 3 times the cost of the 2 projects and would actually involve a 300 
percent profit to the company even if it never sold a single kilowatt of electric 
energy from the projects. 

If it ever builds these dams the Idaho Power Co. will have to finance their 
construction by borrowing funds. Tax savings from the amortization certifi- 
cates would result in less borrowing and hence enormous savings in interest 
payments. 

The same Federal Power Commission which now claims that the Idaho Power 
3 dams will not involve one iota of Federal subsidy sat, less than 2 years 
ago on the question of whether the quick writeoff for power companies should 
be used to reduce rates to power consumers, and decided against those con- 
sumers. 

This same Federal Power Commission was a party to the Roanoke Rapids 
case which was finally decided by the Supreme Court of the United States. The 
Virginia Electric Power Co., like Idaho Power Co., also claimed that its Buggs 
Island power dam would not call for the spending of one solitary Federal tax 
dollar. 

Yet the ink was hardly dry on the Supreme Court decision before Virginia 
Electric Power Co. was applying for an accelerated amortization certificate from 
your agency. What is more, it was granted, for $21,511,750 (65 percent of 
$33,095,000). After 5 years of operation, the Virginia Electric Power Co. will 
have saved $10,067,500 in Federal taxes which will be made up by the rest of the 
taxpaying public and equals an interest-free-loan of $108,646,986 over the 50-year 
license period, or 5 times the face value of the certificate. 

The Federal Power Commission, as you can plainly see has its reasoning 
reversed. Its statement in its Idaho Power licensing decision should have read 
that if these projects are constructed by a non-Federal agency, there will be 
no ultimate cost to anybody except the taxpayers and consumers of the United 
States. 


I therefore urge that these two rapid amortization applications be rejected. 
Sincerely yours, 
(Signed) Wayne Morse, 
United States Senator. 
Senator Kerauver. Then they did ask you for certain facts, Mr. 
Kuykendall ? 
Mr. Kuyxenpaty. Yes, as I stated. The last paragraph of the 
letter says, from ODM to me: 


In order that we may have all pertinent facts before us when we decide what 
action is to be taken on the applications for tax amortization, we will appre- 
ciate your cooperation in furnishing us any statements from the company or 


other information which should be taken into account. 
My answer gave them everything that we had. 


Senator Krravuver. They seem to have sent along a copy of a letter 
from Senator Wayne Morse? 
Mr. Kuykenpatu. Yes. 
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Senator Kerauver. They sent it along with their letter of Septem- 
ber 16, 1955. That is attached and it will be made a part of the 
record too. 

Then your reply seems to refer to the testimony of the various 
witnesses, Mr. Roach, the president of the Idaho Power Co., and 
Mr. Parry, attorney. But you don’t seem to have the end of your 
letter there, Mr. Kuykendall, in the copies you furnished us. 

Will you give us that? 

Mr. KuykKenpati. My letter is on only one page. It is all included 
on that one page, Senator. My letter is on top. 

Senator Kerauver. Your letter is to Mr. Landry, dated October 7, 
1955: 

DearR Mr. LAnpRy: This is in reply to your letter of September 16, 1955, 
requesting any statements from Idaho Power Co. or other information in the 
Commission's files relative to applications for tax amortizations in connection 
with the proposed power development in Hells Canyon. 

Attached are excerpts from the transcript of the hearing before this Com- 
mission in the above-designated matters which contain references to tax amor- 
tization made by witnesses for the Idaho Power Co. The testimony was given 
by Mr. Thomas E. Roach, who, at the time he testified, was president and 
general manager of Idaho Power Co., and the two financial witnesses, Mr. 


Albert H. Gordon, of Kidder Peabody Co., and Mr. Stewart S. Hawes, of Blyth 
& Co., Inc. 


We trust that this information will be helpful to you in your considerations. 

It is signed by Mr. Kuykendall. 

Senator Wizey. I would like to ask 1 or 2 questions because my 
ignorance is so great on this subject that maybe we can blow a little 
of the mist away. We had some figures put into the record yesterday 
as to what the amount of the tax amortization certificates would mean 
in terms of dollars and cents. 

Has your organization ever had any occasion to figure that out? 

Mr. Kuyxenpaty. Yes. I read in the press and the Congressional 
Record some of these statements, and there are many varying state- 
ments. 

Of course it is beyond our dominion, whatever the benefits are. We 
did not grant them, but I did ask our chief accountant if he would 
develop for me what in his opinion was the actual cost to the 
Government. 

Senator Wier. That is right. That is what I am looking for- 

Mr. Kuyxenpatu. Concerning the delay in receiving this income- 
tax money, using the current cost of money, the current interest rates 
which the Government must pay. I think Mr. Rainwater can give 
you that if you are interested. 

Senator Kerauver. Mr. Rainwater, what interest rate did you use? 

Mr. Rarywater. I used three and a half percent which is accord- 
ing to our information the approximate yield rate of United States 
long-term bonds that have been issued during 1957. 

Senator Witey. What did you arrive at ? 

Mr. Rarnwater. I arrived at a figure of $83,595,827. 

Senator Dirxsen. What is that figure, Mr. Rainwater ? 

Mr. Rarnwarter. That is considering what it costs the Government 
in terms of interest if they were to borrow the money which they 
would forego in the way of taxes over the 50-year life of the license. 

It is taking compound interest into account to give us $83 million. 

Senator Keravuver. Recite the figure again. 
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Mr. Ratnwater. $83,595,827. 

Senator Kerauver. Do you have your calculations in form so that 
they - be understood or do you object to putting them in the 
recor 

Mr. Rainwater. I did not bring the detailed tables. I have a series 
of rates here which is only a summary of the various rates which 
were used, but I could get that if you want it, the detailed calcula- 
tions. 

Senator Krerauver. We have had various and sundry calculations. 
Suppose you do that so we can compare yours with others, if you 
would furnish them. 

You mean that is what the Government would have to pay by way 
of interest on money if it borrowed it, to make up for the delay in 
the payment of these taxes by the Idaho Power Co. ? 

r. Ratnwater. Yes, sir, and giving the compound effect of it, all 
the way through 50 years. 

In other words that is comparable for example with a 6 percent rate. 
The table we made up using the 6 percent rate gives us a figure of 
$339,149,044. 

Senator Kerauver. What is that 339 million ? 

Mr. Rarnwater. That. is using a 6 percent rate. 

Senator Keravuver. That is, assuming that the company makes 6 
percent on its investment, that is supposed to be the benefit that would 
accrue to the company, is that correct ? 

Mr. Rarnwater. Yes, on that basis. 

Senator Keravuver. Over the lifetime, a 50-year life of the dam, 
is that correct ? 

Mr. Ratnwater. Yes, sir. 

Senator Keravuver. Is thison Oxbow and Brownlee? 

Mr. Rarnwater. This is using the $65 million on Oxbow and 
Beaver of which $21,559,278 is Oxbow and $43,639,856 is Brown- 
ee. 

Senator Kerauver. Of course no certificate has been granted for 
Little Hells Canyon. I don’t know whether one has been applied for 
or not but anyway it is not included in these calculations, 

Mr. Rarnwater. No, sir. 

Senator Krraucer. Mr. Kuykendall, on page 17 of your opinion—I 
guess this was after taking into consideration the excerpts from the 
testimony you sent to ODM—T find this statement : 

However, under existing law these public purposes will be realized without 
expense to the United States to the extent that the projects are constructed 
by a non-Federal entity. 

How do you fit that statement in with what Mr. Rainwater has just 
given about the cost of this to the United States Government? 

Mr. Kuyxenpauu. Mr. Chairman, I will say this: Throughout 
this opinion we tried to be very careful not to make any statement 
that was not accurate, could not be demonstrated from the record. 

We made that statement, as I said, without any thought of or any 
consideration of the possibility of accelerated amortization being 
granted to Idaho Power Co., and the excerpt of the testimony of 
these witnesses for the company which we have supplied 

Senator Krravuver. This was based upon the testimony of the 
president of the company, wasn’t it? 

94133—57—pt. 127 
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Mr. Kuyxenpatu. Yes. The president of the company said he 
had faint hope of ever getting it, and we did not think he would, and 
we did not consider the feasibility of the project on the basis of the 
company having accelerated amortization. 

I will concede now in the light of what has happened since, that 
it can be said that we made a misstatement there, but what we were 
saying was that there would be no Federal expense through appro- 
priations to build this structure. 

Another agency has done something that we did not know it was 
going to do and did not expect it to do. 

Senator Witey. Under the facts as they were then, the statement 
was correct, wasn’t it? 

Mr. Kuykenpatz. Well, I think it was, and I will point this out. 
This was a voluminous record. We had an examiner’s decision. We 
had exceptions by all the parties, and then the Commission con- 
sidered all the points raised. 

Now this was never raised or argued to the Commission. It just 
was not before us in the legal procedure the way it came to us. I was 
aware of course or had been aware of the testimony that Idaho Power 
had faint hope of getting it. The whole atmosphere was such that we 
did not think Idaho Power would get it. It had not been in issue 
before the Commission itself when it decided the case, and we cer- 
tainly thought we were making an accurate statement there, and it 
was accurate until the action of ODM here recently. 

Senator Krrauver. They made repeated statements that it was 
going to be entirely without expense to the Government, didn’t they ? 
That is what you based your opinion on, the material in their adver- 
tisements ? 

Mr. Kuykenpatt. I believe so. I think I have seen one of those 
ads. 

Senator Kerauver. You knew that and you read that? 

Mr. Kuykenpa.. This has all happened since. 

Senator Wirey. This is 1955, Mr. ete 

Mr. KuyKenpa.u. This opinion was issued in 1955. 

Senator Keravuver. I know, but the statements were in the hear- 
ing and many statements were made back at that time. 

leonied Wuey. Let’s get the record straight. 

When did ODM make it? 

Mr. KuyKenpa.. I don’t recall the exact date. 

Mr. Cuumpris. April 17. 

Mr. KuyKenpa.u. It has been within the last few weeks. 

Senator Witey. Your statement was dated in 1955, 

Mr. KuyKEenpDALL. Yes. 

Senator Carrori. Mr. Chairman, I don’t want to interfere with 
the distinguished Senator from Wisconsin. 

Senator Keravuver. Go ahead, Senator. 

Senator Carroty. I merely want to say that as I understand 
the testimony of Mr. Kuykendall, during these hearings from the 
testimony of Mr. Roach before the Commission appearing in the 
record and from your testimony this morning, at no time did the 
Commission ever contemplate anything at all, except conventional 
financing. 

Mr. Kuyxenpatu. That is true, Senator. 
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Senator Carrotn. As a matter of fact, that is one of the reasons 
why, on page 17 of your decision, you said—and this was the para- 
graph that was set forth in Secretary Seaton’s letter: 

However, under existing law, these public purposes will be realized with- 


out expense to the United States to the extent that the projects are constructed 
by a non-Federal entity. 


That was your understanding and your purpose when you granted 
the license ? 


Mr. KuyKenpna.u. Yes. 

Senator Carrotu. Because on page 9, although this decision did not 
come until 1955, this was—I am sure you are aware of it—a national 
issue, was it not? 

Mr. Kuykenpbatu. Yes, it was. 

Senator Carroiu. Of course it was. 

On page 19 in your decision you state, at the very top paragraph 
of the page: 


For the reasons heretofore stated, it is our judgment that the United States 
itself should not undertake the development of the water resources of the Hells 
Canyon reach of the Snake River for public purposes. 


There was great contest for this very valuable license; was there 
not ‘ 

Mr. KuyKkenpatu. Great opposition. 

Senator Carrot. The license itself was very valuable, was it not, 
to the Idaho Power Co. ? 

Mr. Kuyxenpatu. Well, that is not it exactly—it is valuable to the 
company, but also they have to increase the number of stockholders 
to finance it—I look at it as being valuable to the consumers in the 
area. 

Senator Carrotu. I understand. But they were fighting—— 

Mr. Kuyxenpatu. They wanted the license. 

Senator Carroti. You didn’t have to twist their arms to get them 
to take the license ? 

Mr. Kuyxenpatt. No. They walked in the door voluntarily and 
applied for it. 

enator Carrotu. Therefore, on this question of the financing that 
the Senator from Illinois raised, I think we can understand clearly 
that the license was granted because of the fact that there was going 
to have to be some conventional financing to make it effective. 

Mr. Kuykenpba.u. It was granted on that premise. 

Senator Carroti, Mr. Chairman, may I say—and this was the testi- 
mony that goes all through the hearings, I had an excerpt here of the 
substance of which the chairman has testified to—that Mr. Roach 
himself stated in the record, as Chairman Kuykendall has indicated, 
that he had faint hope of ever getting any tax amortization award. 

Senator Witey. Will the Senator yield? 

Senator Carrotu. I would be very happy to. 

Senator Wirey. One thought occurred to me. I am having the 
same experience, I might say, in the St. Lawrence Waterway. 

I want to ask you now, as a practical man, operating as you do in 
this work that you are in, whether or not, from the standpoint of 
consideration of interest of the people who are going to get the bene- 
fit of the power, considering the interest of those who invest, whether 
or not between 1955 and 1957, when ODM granted this tax certificate, 
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there has been a tremendous increase in the costs of labor, material, 
and whether or not that element itself is possibly a factor that we 
must consider, as honorable men, in judging the actions of our own 
agencies and our own Government. That is the thing I am thinking 
about. 

I again say, I voted for Hells Canyon, so no one is going to say 
that I am one of those who have gone off the deep end on one side or 
the other. 

But I want to get your judgment, because you people have prob- 
lems, recognizing the tremendous increase in costs, whether or not in 
your judgment—while it is really none of your business as to why 
this certificate was granted by ODM—whether or not that is also a 
factor that would seem to give some justification for the so-called 
assistance—that is really what it is. 

Mr. Kuyxenpauu. Well, in answer to your question, I will say 
this: that 2 years ago—I know this to be a fact—utilities were able 
to finance much more easily and much more cheaply than they can 
now. Weall know interest rates have gone up alot. We all know costs 
of everything have gone up a lot, as is exhibited by the defense budget 
that is before the Congress. 

So I think it would be fair to say that any utility has much tougher 
financing and expansion problems now than it had 2 years ago. As 
to how much that entered into the consideration that ODM gave to 
this matter, I don’t know. I think I would agree that it is a factor, a 
proper factor, for them to consider. 

Senator Kerauver. Would Senator Wiley yield for a question on 
the same line? 

Senator Wizey. Yes, sir. 

Senator Keravver. Is it not also true that even though there may 
be some increased costs of financing or even material, that the State 
regulatory bodies basing power rates take the cost to the utility into 
consideration in fixing its rates? They usually fix a rate of about 6 
percent, even though costs are higher than they contemplated when 
the rate was fixed ; isn’t that right ? 

Mr. Kuykenpatu. Yes. 

This additional interest expense—of course, inflation has some 
effect on what people expect to get from stock investments, too—we 
call that the cost of money. 

Now, any regulatory agency has to consider—and it is one of the 
very big considerations—the cost of money that any utility has, that 
is, how much interest must it pay, what is it cuengated to pay on its 
preferred stock, what kind of yield must there be on the common 
stock in order for the company to stay in a position where it can 
attract capital for expansion purposes. 

It can even be—and it has happened at various times—that regu- 
latory commissions have had to allow more than the typical 6 per- 
cent return on the rate base in order to compensate for the cost of 
money. 

Senator Kerauver. But all that increased cost of development is 
what they present to the regulatory agency to get a base rate usually 
of 6 percent, sometimes higher ; is that correct ? 

Mr. KuyKEnpatL. Well, all that information is ordinarly presented 
to the regulatory agency, and is a very important part of the evidence 
in their fixing the rates for the utility. 
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Senator Keravver. In the finance plan filed with the Federal 
Power Commission it was not set out, and the testimony ae 
was to the effect that no accelerated amortization was included in the 
projection of their financial program; is that correct ? 

Mr. Kuyxkenpa... Yes, that is correct. 

Senator Kerauver. That information was given toODM? 

Mr. Kuykenpauu. Yes, that is correct. 

Senator Kerauver. On page 5 of your exhibit? 

Mr. Kuyxenpau. Yes. 

Senator Dirksen. Let me ask Mr. Rainwater on this point. 

The estimate on these 3 dams, as it appears in the findings of the 
Commission, was $175 million plus. You think that is correct, do you? 

Mr. Ratnwater. Yes. 

Senator Dirksen. Do you have in mind, as between that time when 
that was a firm estimate, and now, in more direct response to Senator 
Wiley’s question, whether the cost could have advanced by 5 percent 
or 10 percent or 20 percent of that figure, cost of labor and materials 
and other things that go into it? Surely, you have some idea of what 
the cost increase doula be over that 2-year period, or more. 

Mr. Kuyxenpaun. I think Mr. Farley or Mr. Froggatt would 
probably have more knowledge on that. 

Mr. Fartey. Generally speaking, there has been an increase in con- 
struction cost, material, labor, throughout the industry. 

Senator Witry. How much? 

Mr. Fartey. I didn’t give any figure. I would hate to give a spe- 
cific figure. But if you need something, just rule-of-thumb, it is prob- 
ably in the order of 5 percent per year; 2 years, 10 percent. 

acter Dirksen. So that there could have been that increase in 
construction cost from the time the license was issued ? 

Mr. Fartey. I don’t know that that necessarily applies to this par- 
ticular project, because—— 

Senator Dirksen. We don’t either; we are just trying to find out. 

Senator Kerauver. That was a lump-sum contract, was it not, with 
Morrison-Knudsen; so if there was an increase, Morrison-Knudsen 
would have to bear it ? 

Mr. Fartey. I think the equipment was ordered or obligated sepa- 
rately from the general construction contracts. 

Senator Keravuver. All on a lump-basis? 

Mr. Fartey. The equipment was, I believe; yes. 

Senator Kerauver. Morris-Knudsen had the contract for a specific 
amount; they would have to—— 

Senator Dirksen. Mr. Kuykendall, one question 

Senator Keravver. Is that clear? Is that correct? 

Mr. Fartny. I understand that there were escalation provisions in 
the contract. 

Senator Keravuver. Are you sure about that? 

Mr. Fartxy. Mr. Froggatt is more—— 

Senator Krerauver. What portion is represented by escalation pro- 
visions ¢ 

Mr. Kuyxenpauu. Mr. Chairman, I might say I have learned from 
experience in 4 years on the Federal Power Commission that engi- 
neers and accountants are not given to making or dealing in generali- 
ties, like we lawyers do. 
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And, before they make any kind of an estimate, they want to do a 
lot of figuring: 

Senator Dirksen. You want a slide rule. 

Mr. Kouyxenpauu. And they are a little reluctant to give off-the- 
cuff statements that are not backed up by figures. 

Senator Dirksen. Consonant with the question the chairman asked 
a moment ago, whatever advantage there may have been as a result 
of the fast tax writeoff would be an item to take into account by the 
utilities commission of a given State in rate determination; is that 
correct ? 

Mr. Kurxenpatu. Yes. Now, that is sort of a corollary to what 
Senator Kefauver was bringing out; that, whatever the increased 
cost of money is, the regulatory commission must take it into account. 
Now, the Federal Power Commission has issued rules—has settled 
the principle that the taxes during this period of depreciation of 
property that gets accelerated depreciation should be normalized, so 
that the big tax deductions today that come in the first 5 years do not 
result in rate decreases during that period, with a resultant increase 
at the end of the 5-year period. The rates, so far as use of the 
accelerated depreciation is concerned, would remain the same through- 
out the entire life of the property which was certificated for the 
accelerated depreciation. And we have been affirmed by the Court 
in doing that, which carries out the intent of Congress, I believe, to 
give these companies this extra capital that they get by virtue of 

aving the big depreciation deduction against their income taxes. 
However, it is true that if a company generates cash in this manner 
without paying interest on it, why, then, the consumers eventually 
should—and I am sure will under any regulatory agency—get some 
benefit, because there is less interest cost that ought to be passed to the 
consumer. 

Senator Dirksen. In other words, if there is an initial burden on 
the taxpayers of the United States as a result of a fast tax writeoff, 
= 95s ame result is that Senator Dworshak’s constituents get the 

nefit. 

Mr. Kuyxenpauu. Theoretically, that is the result; they would get 
the benefit of the company not having to pay interest on this money. 

Senator Witxy. You mean the rest of us help his constituents? 

Senator Kerauver. Let’s get that clear, Mr. Kuykendall. The 
testimony we have had up to this date is that you issued an opinion 
to the contrary ; that they were not required to pass it on to their rate- 
payers. 

r. Kuykenpauu. Yes; we did. And I just pointed that out. I 
will try again 

Senator Kerauver. That was affirmed by the court of appeals. 

Mr. Koyxenpauu. That is right. 

Senator Keravuver. So far as your opinion and the court of appeals 
is concerned, they are not required to pass this benefit on to rate- 
payers? 

Mr. Kuyxenpauu. That is right. The rates would remain the same, 
assuming the tax rate remains the same, whether the company did 
accept the rapid depreciation or did not have it. And that carried 
out the intent of Congress, the court said, to let these companies have 
the benefit of that money. And it is without interest. Now, that is 
all true—— 
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Senator Krravver. Without passing it on to the consumer? 

Mr. Kuyxenpatu. That is true, but that is one aspect of it. Now, 
the other aspect of it is that in fixing rates the company then could 
have acquired some capital without eae of interest on it. So, 
in determining the company’s cost of money there would have been 
some capital obtained on which there was no interest, and, conse- 
quently, there would be less interest that the company was paying. 
The cost of money of the company as a whole would be some less, and 
that should result, under trailitional ratemaking, in that amount of 
saving being passed on to the consumer. : 

Senator Krerauver. Mr. Kuykendall, if they get a benefit by virtue 
of the tax amortization, the net result would be that they just borrow 
that much less money from other sources. 

Mr. Kuyxenpatu. That is right. So they have a little less interest 
to pay ; that is what I am saying. 

enator Keravuver. But isn’t it true, also, that the testimony here is 
to the effect that not only the Federal Power Commission and the 
courts say that this is a gift to the utility; that is, this rapid tax 
writeoff does not have to be passed on to the consumer? That is also 
the ruling of all but three State commissions; to wit, Wisconsin-—— 

Senator Wizey. It leads the way; yes. 

Senator Keravuver. Pennsylvania and Georgia. Is that not cor- 
rect 

Mr. Kuyxenpatu. I am not positive about the three States you 
name, but virtually all the States have taken the position that the 
Federal Power Commission has taken. 

Senator Kerauver. So far as Idaho and Oregon and Washington 
are concerned, we have had testimony about that. Witnesses have 
testified that this saving will not be passed on to the consumers there. 

Mr. Kuyxenpatt. I guess I haven’t made my point clear—— 

Senator Keravver. Is that the rule? 

Mr. Kuyxenpatt. I believe those States have taken the same view 
of it as the Federal Power Commission did. 

Senator Keravuver. In other words, you don’t have to pass it on? 

Mr. Kuyxenpatt. No; you don’t have to reduce the rates during 
that 5-year period when the taxes are much lower. That temporary 
saving generated by the accelerated depreciation remains in the 
hands of the company. My point is that the company has that 
money without paying interest on it, so, consequently, in a rate case 
the regulatory commission could see the picture, that the company 
was paying less interest than it would ordinarily, and the decrease in 
the amount of interest would be reflected in the rates for the rate 
payer. 

Eeoater Wuey. Let’s take the situation where it is fully depreci- 
ated. The investment capital is the basic element on which rates are 
based ; isn’t that right ? 

Mr. Kuyxenpatu. Yes. 

Senator Wier. Now, you have depreciated in this case, whatever it 
would be, ninety or a hundred million dollars; if that is depreciated, 
that means that the cost of the plant, so to speak, is $100 million 
less. That is really the basis for your rates that you then fix; is that 
not correct ; that plus other elements? 

Mr. Kuyxenpatu. No. I think the plant would be depreciated with 
or without accelerated depreciation during its life. 
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Senator Witey. What I am talking about is this: We have all 
agreed that a reasonable rate is 6 percent. That is based primarily 
upon the overall investment in the plant, and so forth. Now, if you 
have taken $100 million out, you have got $100 million less in the 
plant, haven’t you? 

Mr. Kuyxenpauy. Well, that is just an advantage for tax purposes. 
Theoretically, the plant of Idaho.Power Co., these dams, will cost 
the same amount of money whether the company has accelerated 
depreciation or does not. And the cost of that plant goes into the 
rate base. Now, there is one litle adilaekion, am afraid we are 
getting too involved and beyond the scope of what you are inter- 
ested in 

Senator Witey. You mean it is too dense for us? 

Mr. Kuykenpba... It isn’t complicated, but for people who aren’t 
used to it it is a little bit difficult to understand the first time. 

Senator Carroty. Mr. Chairman, I wonder if I might put a ques- 
tion at this time? 

Mr. KuyKenpDatu. May I try to answer this? 

Senator Kerauver. Let him complete his answer. 

Mr. Kuyxenpauu. The cost of the plant that is being built will go 
into the company’s rate base, and that will be added to its other plant, 
less depreciation, to comprise the company’s entire rate base. Now, 
that rate base, too, will probably be diminished a little bit—it 
wouldn’t be a great amount—because of the fact that we allow, while 
the plant is being built, interest on the investment during construc- 
tion. The investment doesn’t earn money until it is completed and 
in operation. So, plus the actual, principal cost of the investment, 
interest. on the money used during construction is capitalized and 
added to that cost. 

Now, if a company has accelerated depreciation, it would appear 
to me there will be a little less interest during construction to be 
capitalized also. 

Is that correct, Mr. Rainwater ? 

Mr. Rarnwarer. I don’t believe during the construction period, 
because I don’t believe there would be any benefits during the con- 
struction period. 

Mr. Kuyxenpatn. Thank you. I will have to take that back, be- 
cause the tax writeoff doesn’t apply until construction. There would 
only be a little saving in interest. 

Senator Carrouz. I want to put a question. 

Senator Keravuver. All right, Senator Carroll. 

Senator Carroui. As I understand, from the figures given, of the 
$30 million involved, we defer $6 million for 5 years. Isn’t that the 
basis upon which you have made your computation ¢ 

Mr. Ratnwater. Yes. 

Senator Carrot, On the one hand, as I understand your compu- 
tation, based upon the Government borrowing, that money is suffi- 
cient to justify that tax deferral. It is $83 million at 34% percent, 
$83 million-plus. 

Mr. Ratnwarter. At compound interest. At simple interest it would 
be a little less than half. 

Senator Carrotu. If we take that $6 million tax deferral and apply 
it—as they will do under the system of booking of the private power 
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utilities—at 6 percent, you now come up with a figure of $339 million 
compounded, is that not right, over the pay-out period of the project? 
r. Rarnwater. That is right. 

Senator Kerauver. What figure? 

Senator Carroiu. $339 million-plus. 

Let’s get to the question here of the interest-free loan for just a 
moment, and how you compute it under the recent decision which, 
as I understand, was confirmed by the cireuit court of appeals. That 
money, this interest-free loan, cannot be applied to reduce the rate 
base for consumers, that is your decision, and that of the circuit court 
of appeals; is that not so? 

r. KuyKenpauu. That is correct. 

Senator Carroti, As I understand your decision, that money, al- 
though it is more than the fair return to be given the utility, cannot 
be paid to dividend holders, is that not right ? 

Mr. KuyKenpauu. That is right. 

Senator Carro.u. Is that not the holding of your decision ? 

Mr. KuyKxenpau. Yes. 

Senator Carroiu. It would not follow, therefore, that the tax de- 
ferral money continues to build like yeast and be put into the de- 
preciated reserve. It is plowed back in month after month, year 
after year, into the capital investment ? 

Mr. KuyKeEnpDALL. ve The money goes in—and that was the pur- 
neve of it, as I understand the law—to help concerns get capital for 

efense facilities. So that saving they have during the 5-year period 
is available for those facilities. And we said that it what is should 
be used for, and we wouldn’t permit it to go out in dividends. 

Senator Carrotn. All public power utilities have a formal growth 
pattern, they are moving ahead 10, 15 percent—— 

Mr. KuyKenpatu. Yes. 

Senator Carrot, Because, you have said in your testimony or opin- 
ion somewhere, this Northwest area is a deficit area, it is a minus 
area—lI use the statement by Dr. Gray—“In the Northwest region the 
estimate was a minus margin of 1.3.”—I think that is in your own 
decision. 

My point, Mr. Chairman, I don’t think it has been made here, is, 
where we have no benefit to the consumer, this money which is being 
constantly used, rotated, plowed back into capital investment, can- 
not be distributed to the dividend holders, but it does enhance the 
capital investment, and therefore enhances the value of the stock. 

r. KuyKenpatu. And it increases the rate base of the company. 

Senator Carroiu. Exactly. 

Mr. KuyKenpatu. I don’t quite follow you where you say it rotates. 
As I picture it, it goes right into the facilities for which a certificate 
was granted. ‘aed it is an investment, part of the investment in 
those facilities, that is where part of the money will come from. 

Senator Carrotu. I was thinking of Senator Wiley’s statement 
about capital investment, as the money goes into the reserve and it 
continues to go under this theory, because this is the only theory— 
which in my opinion is a great loophole—and now we apply it to a 
new law passed by the Congress in 1954. This has to do with the 
Internal Revenue Code, which creates another loophole, instead of 
having the straightline depreciation, you now have the declining line 
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which permits them to double their depreciation over certain years; is 
that not so? 


Mr. Kuykenpaty, Well, generally speaking, that is the effect of it, 
they can charge a lot more depreciation in early life and less during 
the latter life of the property. 

Senator Carrott. Mr. Chairman, to support the statements given 
by Mr. Rainwater, a study was conducted by the University of Denver 
under the direction of the Denver Post, which is not a Democratic 
paper; it is an independent paper that has always supported the 
present administration. The Denver Post reached similar conclusions 
to those of Mr. Rainwater. I would like to offer, either to insert in 
record or in the appendix of the record, Mr. Chairman, an editorial 
outlining step by step the various methods of computing what the 
loss is to the i lreneteh discussing the meaning to the taxpayer, and 
I think in greater detail than has been given by Mr. Rainwater this 
morning. 

To me this is a very illuminating editorial. Its title is “Gravy Train 
Economics Is Not Free Enterprise.” I ask unanimous consent to insert 
that either in the body of the record or the appendix, because it is very 
illuminating, and explains fully this very complicated method of 


financing, and the tax yield and the tax structure and the rate 
structure. 


Senator Kerravuver. If there is no objection, we will let that be 


ranted in the record. I think Mr. Rainwater’s computations should 
printed also. 


(The editorial referred to follows. The computations of Mr. Rain- 
water may be found on p. 541.) 


[From the Denver Post, May 26] 
Gravy TRAIN Economics Is Nor FREE ENTERPRISE 


Senator Wayne L. Morse, of Oregon, has catapulted the issue of special tax 
privileges for selected industries into a bitter name-calling contest over Presi- 
dent Eisenhower’s “morality.” 

Mr. Morse said the President and Dave Beck, teamster boss who is under 
grand-jury indictment and Senate investigation, are “two of the same kind of 
immoralists.” It is the firebrand Oregonian’s opinion that it is just as wrong 
for the Hisenhower administration to “put its hands into the pockets of the 
taxpayers” as it is for Beck to “put his hands into the pockets of his union 
members.” 

Mr. Morse’s statements resulted in an unusual demonstration of Republican 
solidarity behind Mr. Hisenhower, and sharp denunciations of the Senator’s 
harsh words. While this newspaper finds the comparison of the President to 
Mr. Beck both offensive and indefensible, we are inclined to concur with the 
dour comment of Senator Johnston, Democrat, of South Carolina. “I, too, think 
it unfair to compare Beck to President Eisenhower,” he said. “Because Beck 
knew what he was doing but I doubt that the President does.” 

As a matter of fact, President Eisenhower, at a press conference within this 
month, joined his Secretary of Treasury in calling for curtailment of fast tax 
writeoff privileges. Considering the effect of such privileges, it is hardly con- 
ceivable that the President would have countenanced them as long as he has— 
had he been fully and fairly advised. 

Shortly after Mr. Morse attacked the $65 million writeoff granted to the Idaho 
Power Co. for 2 dams near Hells Canyon on the Snake River, we reviewed the 
implications of such tax deferrals and found them to be huge, discriminatory, 
and often unnecessary subsidies to a privileged few at the expense of the general 
public. 

The Senator from Oregon insisted the writoff amountd to an interest-free 
Government loan of $29,250,000 to the Idaho Power Co. Then he said that such 
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a loan, figured over a 50-year depreciation life of the dams, was worth $329 
million to the private utility. 

That figure, $329 million, provoked challenge. This newspaper then checked 
the figure with the college of business administration at the University of Den- 
ver, and other reliable accounting and statistical sources, to prove or disprove it. 
Mr. Morse is not, we concluded, substantially wrong in his estimates. 

Fast tax writeoffs are interest-free Government loans. 

(A fast writeoff permits an industry to retain income taxes for 5 years 
on an amount of revenue equal to the writeoff. In the sixth year these post- 
poned taxes begin to be repaid, through higher than normal taxes over the 
next 20 to 45 years or so, depending on the depreciation period taken for the 
new facility built with writeoff aid.) 

Take the case of Idaho Power. The company will save or defer a net of 
about $6 million in taxes each year for 5 years under the fast writeoff certificate 
allowed it by Uncle Sam. This will total about $30 million which it otherwise 
would have paid in taxes during that same period. 

In the sixth year, Idaho Power will start repaying these postponed taxes 
of $30 million, without interest, over the next 45 years, assuming a 50-year 
depreciation period. This is the reasoning behind the contention that Idaho 
Power is receiving a $29 or $30 million interest-free Government loan. 

But Idaho Power also incurs the obligation to pay above-normal taxes over 
the last 45 years, because it will have taken most of its depreciation deductions 
in the first 5 years. So some claim that the $30 million loan should be halved, 
to $15 million, to average it out over the full 50 years. 

But when you borrow $2,000 to buy a car and repay by installments over 
36 months, isn’t that a $2,000 loan? You may have the full $2,000 for only 
1 week or month and at the end of 3 years it has to be paid in full, and with 
interest. Still, it is a $2,000 loan, not a $1,000 loan, and the same thinking 
can be applied to Idaho Power’s $30 million loan. 

At one point, the end of 5 years, Idaho Power does have $30 million in 
actual tax dollars it otherwise would have paid. Invested in long-term bonds, 
this money should earn at least 3 or 4 percent compound interest by continual 
reinvesting. 

Some have questioned the soundness of compound interest in calculating the 
value of fast writeoffs. Compound interest is available to all investors—even 
the smallest can obtain compound interest from any commercial bank savings 
account or from Government bonds. All investors can buy 91-day Treasury 
bills, which mature every 13 weeks and can be compounded 4 times a year by 
reinvestment to yield 3 percent on today’s market. 

However, a utility can make more than 3 or 4 percent compounded by simply 
putting its money into its own plant, on which it is entitled to earn 6 percent after 
taxes. This is general utility practice and the purpose of fast writeoffs in the 
first place. Thus, if the $30 million is plowed back into plant, it should earn 
6 percent compounded in the rate base over the full 45 to 50 years. 

So Mr. Morse took $29 million as the amount of Idaho Power’s interest-free 
loan, allowed for normal taxes and depreciation, applied 6 percent compound 
interest, and arrived at $329 million as the value of the $65 million writeoff to 
Idaho Power at the end of 50 years. The $329 million figure as the Senator used 
it appears to stand up. 

But there are still other ways of looking at it. Subsidies are usually thought 
of in current instead of future values. And $329 million received 50 years from 
now is equal to $17.8 million received today. This figure can be computed by 
the statistical process of discounting $329 million at 6 percent. In effect, this 
means Idaho Power is building a $103 million power installation for about $85 
million. 

There are those who insist the only real benefit to Idaho Power is the interest 
it will save on its interest-free $30 million loan, since its tax “savings” in the 
first 5 years have to be repaid in the last 45 years. So they figure 4 percent in- 
terest on the actual annual balance over 50 years. By this method the total 
interest saved by Idaho Power amounts to about $30 million. 

But this approach denies compound interest as a measure of the value of 
money, rejects the assumption of a reeinvestment program, and ignores the 
earning power of the $30 million interest-free loan. 

Invested in any sensible way, $30 million would pay itself off in 50 years and 
leave a sizable profit after taxes. And it should not be (and generally cannot 
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be) paid out as dividends, because in reality it is a debt to the Government, 
carried on the books of most utilities as a reserve for income taxes deferred by 
fast writeoffs. 

And what about the interest the Government pays on the money it must 
borrow to replace the $30 million loan? Treasury Secretary Humphrey has 
estimated the total interest cost to the United States. 

Senator Dimxsen. In that connection, Mr. Chairman, has any ef- 
fort been made to secure from the Treasury Department or the 
Internal Service a compilation on this matter, since they do administer 
this particular item ? ne 4 

Senator Krracver. They have a compilation, as I understand, in 
the testimony before Senator Byrd’s committee. We will get that. 

Senator Dimxsen. I ask consent that it be inserted. 

Senator Kerauver. Yes, sir. _ 

(The compilation referred to is as follows :) 


Excerpt From RApIp AMORTIZATION OF EMERGENCY F'ACILITIES—HEARINGS BEFORE 
THE COMMITTEE ON FINANCE, UNrrep States SENATE, 85TH CONGRESS, 1ST 
Session, On 8. 1795, May 7 anv 9, 1957 


TABLE 1.—Hstimated benefits accruing to a commercial electric corporation under 
accelerated taw amortization certificates 


Assumptions: Investment, $2,000,000. Total period of amortization and depre- 
eel 33%, years. Amount subject to 5-year amortization (50 percent), 
1,000,000. 


Total value of certificates issued_........._....---.-------.------ $1, 000, 000 
Depreciation allowance per year based on certificate__._..._.._...__-- 200, 000 
Less normal 3-percent depreciation (assumes average life of facilities 
a ellen Dtesires esas cienerenan en eeenenineneanineninenomnanenaneneeds 30, 000 
Excess depreciation per year_..._..._...._______-_________ 170, 000 
Tax savings for 1 year (52 percent of excess depreciation allowance) 88, 400 
‘Toca tax Gavinee sor 0 yeare e 442, 000 
Plus 6 percent interest compounded over estimated 3314 year life of 
Di eceiltaditnaishaistiinnenteendnchotarg in tartead doen. Sein ened Soticei ety tomas *1, 502, 564 
Less deferred taxes assumed to be payable (payable over 2814-year 
NR ii ns 442, 000 
Net benefits accruing to the corporation over a 3314-year 
Alt td a tiats pedal dient nmsitngs nse welinkagpsinininet doeinusasmcaenen 1, 502, 564 


2 See table II for computations. 


Notg.—A short method for computing the amount of interest free loan is to multipl 
0.442 times the amount amortized, and a similar - 
take 1.502564 times the amount amortized. Te ee een Senne a: BO 
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TasLe II1.—Computation of total benefits derived by commercial electric 
corporations for an accelerated amortization certificate of $1,000,000 





Cumula- | 6 percent Interest Deferred. | Net bene- 
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1 Federal corporation income taxes deferred. 

2 Deferred taxes assumed to be payable after facilities have been depreciated 100 percent. 

3 On assumption of 33% years as average life of facilities, interest, taxes, and net annual benefits are 
reduced to \% for 34th year. 


Senator Keravuver. Senator Carroll, have you finished ¢ 

Senator Carroxu. I just have this one further question, whether or 
not it has been brought to the attention of Federal Power Commis- 
sion that some private utilities—I ask whether this has been brought 
to your attention, if you have knowledge of it, because I do not have, 
except information that has come to me indirectly—whether or not 
the interest-free loan moneys are being paid out to dividend holders 
by private power utilities ¢ 

Mr. Kuyxenpatu. That hasn’t come to my attention. What we 
said was that that should not be done, and we would make rules to 
prohibit it. Now, not all of these companies are under our control, 
that is, their financing is not under our control. And whether some 
of those have done it or not I wouldn’t know. 

Mr. Rainwater ? 

Mr. Rarnwater. I don’t know, only of companies subject to FPC 
jurisdiction. 

Senator Kerauver. On that point, Senator Carroll, if you will 
yield, we might call it specifically to Mr. Kuykendall’s attention. 

This is one of our first hearings, and this is in connection with the 
use of this matter of buying up other utilities and increasing their 
economic position or for paying dividends. The testimony was 
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that when you were chairman of the Washington Public Service 
Commission, in March 1953, a ruling was made, which was included 
in Kidder, Peabody’s financial analysis to this effect, and this is quoted 
in the record: 


In 1953, the company did not have to pay into the United States Treasury 
$2.3 million— 


meaning that— 


the 40-cent quarterly dividends paid on September 15 and December 15, 1953 
were determined by the company tax counsel to be 87.24 percent, a return of 
capital (34.896 cents per dividend), or a total of 65.79 paid in 1953 may be con- 
sidered not taxable. 

It goes on, because it was paying out tax amortization benefit it 
received. 

Are you familiar with that? They called it return of capital. 

Mr. Kuyxenpatt. I am not familiar with it now. I think it was 
Pacific Power & Light Co. Does it indicate the company there? 

Senator Kerauver. Washington Water Power Co. This is from the 
Kidder, Peabody report on their financing on the Cabinet Gorge 
project. 

r. Kouyxenpatu. I don’t remember Washington Water Power 
= as well as I remember Pacific Power & Light, for some reason or 
other. 

Senator Kerauver. Did they pay it out in dividends? 

Mr. Kouyxenpautt. What I recall we did was that the company— 
and I can only think now, I recall distinctly about Pacific Power & 
Light—they had peculiar provisions in their bylaws which had been 
inserted there by the Securities and Exchange Commission before 
they were released from the holding company they had been in and 
allowed to become an independent company, which restricted their 

ayment of dividends if their equity position or their surplus was so 
ow—I am a little bit confused—anyway, I do recall—I don’t mean 
confused, my memory is dim—I do recall we earmarked this money 
and set up standards so that—tried to make it as clear as possible, 
so the public would never be deceived by reading a financial state- 
ment. 

I think it was earmarked in the surplus account. I think that was 
the point of the company, that although earmarked-—— 

Senator Kerauver. You had to make a return of capital to the 
stockholders out of the benefit from the accelerated tax return? 

Mr. KuyKenpatu. Well, that has happened since I left there. If 
they have returned any capital to stockholders, that has happened 
since I left. 

Senator Keravuver. Suppose I show you the record here at page 152, 
and let you read it, in connection with the Washington Water Power 
Co., and see if it refreshes your memory. 

Would the payment of this as a return of capital have to be ap- 
vroved for the Washington Water Power Co. by the Federal Power 

‘Yommission ¢ 

Mr. Rainwater, while he is looking at this, may I ask you a ques- 

n. “This $83 million benefit loss to the Government, and three- 

dred-and-thirty-nine-million-odd-dollar benefit to the utility from 

xbow and Brownlee projects, was based upon a cost of $103 
n; is that correct? 
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Mr. Rainwater. Well, the $83 million is using the $65 million of 
their estimated tax deferral and carrying it through, less the paybacks 
in the remaining 45 years. 

Senator Kerauver. You mean, they are based upon the 60 and 65 
percent of the estimated cost ; is that correct ? 

Mr. Rarnwater. That is correct; yes, sir. 

Senator Keravuver. Which amounts to $103 million. 

Now, if the costs turn out, as has been suggested here, to be accel- 
erated or larger, then your figures of loss to the Government and the 
benefit to the utility would have to be revised upward? 

Mr. Ratnwater. The loss to the Government, as I have used it, 
has been only dealing just with the $65 million tax deferral. I have 
confined it just to that one figure; that is all the computation relates 
to. 

Senator Kerauver. What if it turned out that the cost was more 
than the amount that has been estimated, the certificates are for 60 and 
65 percent of the cost, then the value of the certificates would then be 
increased in proportion to the increase in costs, wouldn’t they ? 

Mr. Ratnwater. Yes, that is correct. 

Bu my only point was that I have not attempted to figure that. 

Senator Krerauver. It would be impossible for you to do so, because 
you don’t know how much the increase in cost might turn out to be? 

Mr. Ratnwater. No, sir. 

Senator Keravver. I am talking about the formula. You based it 
on the $103 million, but if it would cost more, these figures might have 
to be revised ? 

Mr. Rarnwater. That is true. 

Mr. Cuumprtis. Could I ask a question at this time? 

Senator Keravuver. Yes, Mr. Chumbris. 

Mr. Cuumpris. Mr. Rainwater, let us assume that they were not 
allowed this fast tax writeoff of $6 million a year, or $30 million over 
a 5-year period, and the Idaho Power went to any financial source, 
and borrowed $30 million, let us say at 5 percent interest; their inter- 
est then would be a million and a half dollars a year, which would be 
a deduction under their income tax. And at 52 percent—— 

Mi Rarnwater. Yes, that is true. 

But I believe in using the $30 million, the $30 million is spread 
over 5 years, they wouldn’t, I wouldn’t think, go and borrow it all 
at once; it would be staggered over the period. So actually, you 
would be dealing with it at something less than $30 million as of 
one time, but the total effect would be $30 million. 

Mr. Cuumpris. Then the net result is that there would be a loss 
to the Federal Government of income taxes if they went ahead and 
borrowed $30 million, whether it is all at one time or spread over a 
5-year period. 

Can you compute what that loss to the Federal Government would 
be in that sense, under that illustration ? 

Mr. Ratnwater. Yes. 

It could be computed roughly, using the figure at, say, 5 percent, 
it would be a million and a half dollars a year, or at 52 percent it 
would be $750,000 a year in taxes. Of course, in order to give the 
full effect of that on the same basis that I have here, the compound 
interest effect would have to be considered on that, too. So I couldn’t 
give you anything in the way of a definite figure. 
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Mr. Cuumeris. But the Government would lose, under either plan, 
on income taxes ? 

Mr. Rarnwater. Yes. 

Senator Dmxsen. Before we get away from that rate matter, there 
is a current letter that I think ought to be read into the record. It is 
addressed to Senator Dworshak, and it is dated May 21, 1957, from 
Idaho Public Utilities Commission, by A. O. Sheldon, president. The 
letter is signed by him, and the two other Commissioners. 

The letter reads as follows: 


We are pleased to comply with your request for our comments as to the effect 
of the ODM certificates issued to Idaho Power Co. which permit accelerated de- 
preciation (for Federal tax purposes) of a portion of the costs of the Brownlee 
and Oxbow powerplants. 

The power company is a regulated public utility. Under the laws of Idaho 
it is required to supply service to its customers in the most efficient and eco- 
nomical manner possible. The law does not provide it with a “guaranteed 
return,” but on the other hand requires that its rates must be just and reason- 
able. In 1956, the Idaho Power Co.’s taxes took 30.5 percent of the total reve- 
nue which it received from its customers, and were the largest single item of its 
costs of providing service. If the company failed to take advantage of savings 
in costs which are legally and properly available to it, under the present law it 
would be derelict in its duties and its responsibilities to its customers. 

The matter of accounting with respect to accelerated depreciation for tax 
purposes is not a new one before this commission: In March 1953, we issued 
an order (No. 2222, case No. U-1006-11) providing that “The actual effect of 
the rapid amortization of the costs of defense facilities is not to create addi- 
tional income or a tax saving under the section, * * *.” This order requires 
that the company set up in a special reserve the amount of taxes deferred 
during the 5-year amortization period; and thereafter, during the remaining 
life of the property, when income taxes will be increased as a result of the 
accelerated depreciation in the first 5 years, to charge such account each year 
with the amount of the increase in Federal income taxes paid. The result is 
to equalize the company’s annual income tax expense deductions over the 
entire depreciable life of the property, as if no deferral of taxes had occurred. 

The company’s earnings during the 5-year period therefore cannot be increased 
by such temporary tax deferrals, and they will not be available for payment to 
stockholders as dividends. The benefit to the company arises from interest 
savings in the financing of the projects, and will inure to the direct benefit of 
power users as a result of lower costs in providing service. 

The surplus power from the Brownlee and Oxbow plants will be available 
for delivery anywhere in the Northwest power pool area, of which the Idaho 
system is a part. 

Numerous electric companies and other industries in the Northwest and 
throughout the entire United States have received certificates similar to those 
issued to the Idaho Power Co. If the law providing for accelerated tax depre- 
ciation of facilities which fulfill emergency national defense needs is no longer 
deemed necessary by Congress, then it should be repealed or modified. Until 
this is done, the law should be administered according to its terms and without 
discrimination between qualifying applicants. 


Signed, Idaho Public Utilities Commission, Mr. Sheldon, Mr. 
Beamer, and Mr. Meek. 

Senator Kerauver. What is the date of that letter? 

Senator Dixsen. May 21. 

Senator Keravuver. There was an exhibit on the same subject that 
Mr. Flemming brought before the committee from the same body, 
Idaho Utilities Commission, A. C. Allen, president, and Mr. Beamer 
and George R. Jones, commissioners, November 30, 1956, which I 
think bears on the same thing and should be read. 

This is to Mr. Flemming, and it was filed as an exhibit here: 


Pending before this Commission is an application from Idaho Power Co. for 
authorization to issue 20 million principal amount of first mortgage bonds, 
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largely for the purpose of repaying approved bank borrowings utilized in its 
construction program. We have reviewed with company representatives their 
budgeted estimates of construction and financing requirements in connection 
with licensed Brownlee and Oxbow hydroelectric projects on Snake River. 
Careful study of these estimates has increased our awareness of the importance 
of necessity certificates covering Brownlee and Oxbow projects, applications for 
which we understand are pending with your office. Because of the manifest 
assistance to the company’s present and future financing program and the 
benefit from lower cost financing which would accrue to customers of company 
in its service costs. We respectfully urge approval of application. To aid us 
in our study of the financial program facing Idaho Power Co. and so that we 
can be as effective as possible in our regulatory responsibilities with respect to 
such matters, we would greatly appreciate any information that you feel can 
properly be made available to us at this time respecting the ultimate action to 
be taken in connection with these applications. 

Senator Carroll, had you finished asking questions ? 

Senator Carrotu. Yes. 

Senator Kerrauver. You have examined this Washington Power 
quotation from the financial agent’s reports, Mr. Kuykendall. Does 
that refresh your memory ¢ 

Mr. KuyKenbAtu. No, it doesn’t. What apparently happened, hap- 
pened in 1955 about 2 years after I left there. And I ask that Mr. 
Rainwater be allowed to read it to see if he comprehends what hap- 
pened. I think we might have some information on it in our files, 
and I will be glad to find out anything there is about it. 

Senator Kerauver. If they do this, as apparently their financial 
agent said they were going to, as a return of capital to the stock- 
holders upon which the stockholders would pay no income tax because 
it is a return of capital, would that have to be approved by the Federal 
Power Commission ? 

Mr. Kuyxenpauu. Mr. Rainwater is in charge of that. Let him 
answer. 

Mr. Ratnwater. I don’t believe I quite got your question, Senator. 

Senator Keravuver. In the Kidder, Peabody report we read about 
finances of Washington Water Power Co., in March of 1953 certain 
amounts of so-called capital investment were to be returned to the 
shareholders upon which the shareholders would not have to pay in- 
come tax, which amounts came from, according to the report, the bene- 
lits received from the tax amortization to the Federal Government. 
The question is, would such a transaction have to be approved by the 
Federal Power Commission ¢ 

Mr. Rarywarer. I believe that would go beyond accounting, and to 
my knowledge of the Commission’s work, I do not believe it would 
have to be approved, but it would not involve our accounting require- 
ment. 

Senator Keravver. Would you during the noon recess look up 
what you have on both the Pacific Power & Light transaction you are 
talking about and also Wein Water Power, and see if there 
are any records available in the Federal Power Commission and any 
action on it? 

Senator Dirksen, Senator O’Mahoney, and Senator Carroll, appar- 
ently we are not close to finishing with these witnesses. 

What is your situation, Mr. Kuykendall ? 

Mr. Kuykenpatu. We are at your disposal, Mr. Chairman. 

Senator Kerauver. I understand the Senate session is to be a very 
short one today. 


94133—57—pt. 1——-28 
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Senator Diexsen. I understand so. 

Senator Kerauver. Could we come back at 2 o’clock? Is that 
satisfactory ? 

Senator O’Manoney. Two o’clock is all right with me. 

Are you planning to recess now ? 

Senator AuvER. I wanted to ask Mr. Kuykendall one question, 
and ask him to secure some further information in connection with it 
during the recess. 

One of the matters we have been interested in here is the fact that 
generally small business has gotten almost none of the rapid tax 
amortization awards. So far as we can make out, small business in 
the electric utilities field has gotten no benefit from them. The only 
one we found marked as small business in the office of ODM was 
Duquesne Electric Co., which we understand turned out to be an error 
in having itso marked. One point that we are particularly interested 
in is the use of the benefit received from the tax amortization certifi- 
cates in extending the growth of these utilities receiving the certifi- 
cates and enabling them to buy up other utilities in their area, increas- 
ing the concentration in the utilities, and giving additional competi- 
tion to REA’s and small public power bodies, about which Mr. Ellis 
testified. Another witness testified that the Pacific Power & Light 
Co. used this accelerated amortization at Yale Dam as a basic financial 
strength through which it was able to acquire Montana State Power 
Co., Mountain State Power Co. in Oregon and Montana, and a small 
utility that it peveneres in Wyoming. Could you look up the infor- 
mation about that? 

Mr. Kuykenpatu. We will bring anything we have that bears on 
those matters. 

Senator Kerauver. But generally, would the certificates streng- 
then the financial base of the company receiving them, so that they 
would be in a position to buy out other small utilities around them 
and cover additional finances to do so—that is, could the benefit be 
used for that purpose? 

Mr. Kuyxenpauu. The cash generated, the whole idea of the cer- 
tificate is to enable the company to have an easy way to raise some 
capital to pay, to help pay for the project it is constructing. Now, 
that is where the money is destined to go. 

In answer to your question, the company is better off for 5 years, 
and from then on it is worse off, because it has to take money out 
of the reserve account that is required to be set up to pay its income 
taxes, and they are increased over what they would normally be 
after the 5-year period. 

Senator Keravuver. But it is so much better off by virtue of the 
5-year period that you don’t dispute the benefits that Mr. Rainwater 
has tabulated, do you, Mr. Kuykendall? 

Mr. Kuyxenpauu, No; I don’t dispute any figures that Mr. Rain- 
water has given. 

Senator Keravver. All right, sir, if you will look into that. 

Senator O’Mahoney, you had some questions. 

Senator O’Manonry. Mr. Chairman, I wanted to ask Mr. Rain- 
water if I am correctly advised—I wasn’t here at the beginning of 
the hearing, unfortunately—that he has testified that the extra costs 
to the taxpayers of the United States by reason of the tax amortiza- 
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tion certificates to Idaho Power in a period of 50 years will amount 
to some $83 million. 


Mr. Rarnwarter. Yes, sir; that is the effect, using the 31 per- 
cent interest rate compounded. 

Senator O’Manoney. Does anybody dispute your computation? 

Mr. Ratnwater. Not that I know of. I believe Chairman Kuy- 
kendall has indicated he has no question about it. 

Senator O’Manoney. Have you been asked to file the calculations 
you have made? 

Mr. Rainwater. Yes, sir. 


Senator O’Manonry. You will do that, Mr. Rainwater? 

Mr. Ratnwater. Yes, sir. 

Senator O’Manonry. Mr. Kuykendall, I would like to ask you— 
this may have been covered, I don’t know—was the Power Com- 
mission aware, when it acted upon these licenses, of the fact that 
back in 1923 the Department of the Interior entered into a con- 
tract with the Idaho Power Co. by which the Government of the 
United States desired to pay and under which it did pay $1 million 
to the Idaho Power Co. for certain rights or claims that the Idaho 
Power Co. had in connection with the American Falls Reservoir? 

Mr. Kuyxenpatu. No, I was not aware of that, Senator. 

Senator O’Manoney. You don’t dispute it, of course? 

Mr. Kuyxennau. I don’t know anything about it. I don’t think 
I have ever heard it mentioned until you mentioned it this morn- 


ing. 

Ticinatien O’Manoney. I have here a contract, Mr. Chairman, which 
was signed by the then Secretary of the Interior, Mr. Hubert Work, 
on October 13, 1921, and by the then president of the Idaho Power 


Co., Mr. F. F. Johnson, which contains in paragraph 27 this ob- 
ligation : 


Payments by the United States. 

In consideration whereof the United States agrees that it will purchase said 
property on the terms herein expressed, and upon the signing of the usual 
Government vouchers therefor and their further approval by the Proper Gov- 
enment officials, it will, as full payment for the property, and rights herein 
agreed to be conveyed to the United States, and for all damages for entry upon 
the above described property, and the construction, operation and mainteance 
of Reclamation works under said act, and for all claims by the company for sur- 
veys, examinations, opinions of experts, and expenses of whatsoever kind in- 
curred in connection with the consummation of this contract, in addition to the 
storage capacity rights herein granted to the company, cause to be paid the sum 
of one million ($1,000,000) Dollars in instalments as hereinafter provided by 
United States Treasury warrant or fiscal officer’s check, which sum shall become 
due and payable in four equal annual instalments, the first of which will be due 
and payable after the furnishing of the abstract and other evidence of title herein 
provided and concurrently with delivery of the deeds to the property described 
in Paragraph 9 (a), and one instalment on the same day of each year there- 
after until the full amount herein specified has been paid, Provided that con- 
currently with receiving said second instalment the company shall deliver to 
the United States a deed conveying to the United States all the company’s right, 
title and interest to the West Side and Island plants, other than water rights, 
except as herein otherwise provided and land described in Paragraph 9 (b) 
and release from tax liens and other liens agreed to be released in Paragraph 
25 and concurrently with the receipt of the third instalment, the company shall 
deliver to the United States the deed and assignment of the properties described 
in Paragraph 9 (c), and concurrently with the receipt of the fourth instalment 
shall deliver the deeds and assignments of the remainder of the property and 
rights herein agreed to be conveyed. Provided that the company may retain 
the possession and use of all the property herein agreed to be conveyed or as- 
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signed until the first annual instalment has been paid, but that upon the pay- 
ment of the first annual instalment the United States may take possession of the 
land needed for the proposed dam and reservoir as described in Paragraph 9 (a) 
and upon payment of the second annual instalment may take possession of the 
West Side Power Plant and Island Plant and be entitled to use so much water 
under the existing appropriations now owned by the Company and used in con- 
nection with said plants, as may be necessary for the operation of said plants to 
their respective capacity, provided, however, that the right of the United States 
to the use of such water shall terminate absolutely upon the transfer of the 
water rights to be conveyed by the Company under Paragraph 9 (d) hereof, 
or upon the vesting of the water rights mentioned in Paragraph 31 hereof upon 
the failure of the United States to make certain payments, and provided further, 
that the water used by the United States at said plants shall not be deducted from 
the amount of water which the Company is entitled to receive after the rights 
of the Company become restricted to the amounts specified in Paragraphs 10 and 
19 hereof, and neither the consent of the Company to the use of such water 
nor the use of such water by the United States, shall operate to vest any title 
or permanent right to the use of such water in the United States, and the 
United States may take possession of all of the channel west of and including 
the Island plant and headrace, and property described in 9 (b), but it is under- 
stood and agreed that the company may retain the possession and use of all of 
the other property and rights herein agreed to be conveyed or assigned to the 
United States until the completion of the payments herein provided for. The 
United States may pay any instalments before due and thereupon shall be 
entitled to take the property and receive the deeds provided to be taken or de- 
livered upon the payment of such instalment. It is expressly understood that 
the first instalment to be paid by the United States hereunder includes the 
claim of the company for reimbursement for all expenses of whatsoever kind 
which it has incurred in connection with the consummation of this contract, 
including surveys, investigations, examinations, and opinions of experts, and 
for obtaining data and information upon which to base this agreement. 


I would like to add, also, that paragraph 22 of this contract reads as 
follows : 


Twin Falls power site: 

Should the company construct a powerplant at Twin Falls, then the flow to 
be maintained below the Milner Dam shall be measured and determined at 
Twin Falls instead of Shoshone Falls and the schedule of flow set out in the 
foregoing paragraph shall be reduced 100 second-feet for each period, but 
nothing herein contained shall be construed as waiving any rights of the 
United States at Twin Falls or any other power site on Snake River, owned 
or controlled in whole or in part by the United States, or implying that any 
license, permit, or right will be granted the company. 


And I want to emphasize this part: 


But nothing herein contained shall be construed as waiving any rights of the 
United States at Twin Falls or any other power site on Snake River, owned 
or controlled in whole or in part by the United States, or implying that any 
license, permit, or right will be granted the company. 


And, also, I want to read paragraph 11: 


Government’s summary power right at American Falls: 

The United States shall have and the company hereby grants to the United 
States as against the company a secondary power right at American Falls to 
that amount of water which will generate continuously for delivery from the 
generator bus bars in the Government power station at American Falls, up to 
6,700 kilowatts beginning on April 1, increasing uniformly to 25,000 kilowatts 
on May 1 and to 30,000 kilowatts on June 1, continuing at that amount to 
August 15, inclusive, then decreasing uniformly to 25,000 kilowatts on September 
15, and to 5,500 kilowatts on October 31, and none from November 31 to March 
31, inclusive, except in connection with the 10,000 kilowatts as authorized in 
paragraphs 24 and 19 thereof. In no case, however, except as authorized by 
paragraph 13, shall the water utilized under this power right exceed 1,500 
second-feet on April 1, increasing uniformly to 5,000 second-feet on May 1, and 
to 6,000. second-feet on June 1, continuing at that amount to September 15, in- 
clusive, and decreasing uniformly to 1,500 second-feet on October 31. The 
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secondary power right granted to the United States under this paragraph shall 
be inferior and subordinate to the primary power right reserved to the company 
in paragraph 10 hereof, and shall be prior and superior to all power rights 
of the company at American Falls other than the rights reserved under para- 
graph 10 hereof and the right to the storage provided in paragraph 19: Pro- 
vided, however, That if the company, through the refusal, for any reason, of 
the United States or its successors in control of said reservoir to comply with 
the terms of this agreement, fails to receive for its own use at its plants at 
American Falls, unless its right to such water has been taken under the power 
of eminent domain, the amount of water and at the times and in the manner 
contemplated by this agreement, it shall have the right to make up such de- 
ficiency (during the time of such refusal and no longer) out of the appropria- 
tions, water filings, and permits which it now holds, and the amount which the 
United States shall have the right to store or use out of said appropriations 
shall be reduced accordingly. It is agreed and understood that errors or in- 
accuracies in the release or delivery of water from the reservoir shall not be 
construed as a refusal by the United States to comply with the terms of this 
agreement. Nothing contained in this contract shall be construed to make the 
United States in any way responsible for the delivery of the water to any of the 
plants of the company after the same has been released by the United States 
for the company from the reservoir at American Falls. 


Mr. Kuykendall, under the reorganization of several of the commis- 
sions of the Government, on the recommendation of the Hoover Com- 
mission, submitted, as I recall, by President Truman, the chairmen of 
several of these commissions were given complete housekeeping 
power. Was the Federal Power one of these? 

Mr. Kuykenpatu. Yes. Reorganization Plan 9 applies to the 
Federal Power Commission. 

Senator O’Manoney. Was there any other reorganization act after- 
ward passed which affected the Federal Power Commission or the 
powers of the Chairman ? , 

ae KuykeEnpDALL. No; that is the only legislation I know of on the 
subject. 

Senator O’Maunonery. Do you regard the Federal Power Commis- 
sion as a commission holding delegated authority from the Congress 
of the United States? 

Mr. Kuykenpba.u. Yes; I do. 

Senator O’Manoney. All your powers are the powers of Congress, 
and granted to you because of the difficulty that Congress has in 
covering the whole waterfront? 

Mr. KuyKkenpa.u. Yes; that is substantially true. Maybe it could 
be said that we have some powers here and there that are in the 
nature of judicial power, possibly some duties which it might be 
said are executive in nature. But, by and large, what you say is 
correct; we are agencies of the Congress. 

Senator O’Manonry. What are these Executive powers which you 
think you may have? Are they powers which the President exercises 
over the Commission ? 

Mr. KuyxKenpatu. No. He doesn’t have any powers over us, except 
the power of appointment ; 

Senator O’Manoney. Yes; that is my understanding, and I wanted 
to be sure that was the understanding of the Commisison, also. In 
the determination of the issuance of these licenses, there was an inter- 
vention by the Department of the Interior, under Secretary Chapman, 
opposing the grant of the license, was there not? 

Mr. KuyKenpai. Yes; there was. 
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Senator O’Manonery. Were you on the Commission at that time? 

Mr. Kuyxenpatu. No; I came on later. 

Senator O’Manonry. Was there any executive influence with re- 
spect to the issuance, beside that of Secretary Chapman and his inter- 
vention ? 

- Mr. Kuyxenpau. That is all I am aware of. There was no exec- 
utive influence applied on me or, so far as I know, any member of 
the Commission, in regard to licensing of this project by Idaho Power 


0. 

Senator O’Manoney. Did the Commission at any time, while you 
were a member, take any position on the general question of public 
versus private power ? 

Mr. KuyKenpatu. Not that-I know of. 

Senator O’Manonery. So far as you know, there never was any dis- 
cussion among the members of the Commission on that question, no 
division of opinion ? 

Mr. Kuyxenbatu. Well, that was inherent in this case; I mean, the 
National Hells Canyon Association was contending that the Federal 
Government should develop it. So, naturally, that was the issue be- 
fore us; whether we should license the Idaho Power Co. or recom- 
mend to Congress that it be developed by the Federal Government. 

Senator O’Manonry. You had that complete power? 

Mr. Kuykenbauu. Yes, as provided in the Federal Power Act. 

Senator O’Manonery. That is my own opinion, but I am trying to 
make it clear for the record. I want the committee to understand 
that, in passing upon the issuance of those licenses, you were acting 
solely within the terms of the act and not with any intimation from 
any part of the executive establishment of the Government as to what 
should be done. 

Mr. KuyKenpatt. That is true. 

Senator O’Manoney. You are aware, of course, that Secretary 
McKay withdrew the intervention by his predecessor ? 

Mr. Kuykenpatu. Yes. 

Senator O’Manoney. Did you receive any intimation from the De- 
partment of the Interior thereafter with respect to what the policy 
should be? 

Mr. Kuyxenpaty. No. The only thing I could recall at all was that 
I saw Mr. McKay, not too long after I had been here, at a social event, 
the first time I met him, and he commented to me that they had with- 
drawn from that case and they were leaving it entirely up to us. 

Senator O’Manonry. When you passed upon it in the Power Com- 
mission, was the Commission aware that the three dams proposed to 
be constructed by Idaho Power would not produce as much power 
as the Hells Canyon Dam? 

Mr. KuykenpA.tL. Yes, we were aware of that, and so stated in the 
opinion we issued. We gave our reasons why we thought it should 
be licensed. 

Senator O’Manoney. That is set forth in the opinion? 

Mr. KuyKkenpnat.. Yes. 

Senator O’Manoney. The opinion is available to the committee? 

Mr. KuyxKenpatu. Yes; there are a number of copies here. 

Senator O’Manonery. Thank you very much, Mr. Chairman. 

Senator Carroty. While we are on that subject, may I pursue 1 or 
2 more questions ? 
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Senator Keravuver. All right, Senator Carroll. 

Senator Carrot. You were appointed about the early part of 1953 ? 

Mr. KuykKenpa.u. Yes. 

Senator Carrouu. In the record I am sure it will show that Secre- 
tary Seaton had a plan about Pleasant Valley, did he not? 

Mr. KuyKenpa.u. Not in this record; no. You see this record was 
closed in—— 

Senator Carrotz. Not in the record of the case, but in your files, 
you knew that the Bureau of Reclamation, under Secretary Seaton, 
had some investigation underway ? 

r. KuyKENDALL. Yes. 

I think in the files of this case there are several reports from In- 
terior on this reach of the river. 

Senator Carrot. As a matter of fact, Secretary Seaton wrote you 
a letter about that, did he not? 

Mr. Kuykenpnatu. That happened this year; yes. 

Senator Carroiu. Before the granting of the license? 

Mr. Kuyxenpauu. Oh, no. 

Senator Carroti. Subsequent to the granting of the license? 

Mr. Kuykenpatu. This license was granted in August of 1955. 

Senator Carroti. Go back to 1953 for a moment. Did you ever 
receive information that Secretary McKay had prepared a memo- 
randum which was going to sustain the intervention by Secretary 
Chapman ? 

Mr. Kuykenbau. No. 

Senator Carroiu. Did you receive any knowledge that such a memo- 
randum had been prepared ? 

Mr. Kuykenpauu. No, I didn’t; I never heard of it, I don’t think, 
until you mentioned it. 

Senator Carrotyi. Did you talk with Mr. Sherman Adams of the 
White House about this project in 1953 ? 

Mr. Kuykenpbauu. No, I did not. 

Senator Carrot. Have you talked to him at any time about it? 

Mr. Kuyxenpatu, No, I haven’t. I don’t recall ever talking to 
him about it. 

Senator Carroxu. Has he ever called you on the telephone about it? 

Mr. KuyKenbatu. No. 

I have had no influence or domination of any kind from the White 
House about what our decision should have been in this case. 

Senator Carrot. Did you ever go to the White House and talk to 
anyone about it? 

Mr. Kuyxenpatu. No, I have never conferred with the White 
House about our decision in this case, or any other decision in any 
matter. 


Senator Carrot. I am talking about your decision about the gen- 
eral situation. 


fr. KuyKenpatu. No, I have never conferred about this matter 
with the White House. 
Senator Carrott. Did you talk with Secretary McKay about it, 
generally ? 
Mr. Kuyxenpauu. No. The only conversation I ever had with him 
was what I narrated, shortly after I came here, and he had withdrawn 
his application, probably, about the first time I met him. His com- 
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ment was, “We have gotten out of that, and we are leaving it all up 
to you. 

enator Carrot. This decision of yours that was supported by 
the circuit court of appeals, with reference to tax deferrals—is that 
going to establish, or is there now established, a double entry system 
of bookkeeping on the part of the power, utility, and gas companies, 
one for the purpose of fixing rates and the other for the purpose of 
fixing their tax liabilities? 

Mr. KouyKenpauw. Well, I think that—I don’t know whether the 
words “double entry” are correct-—— 

Senator Carroit. Double set of books? 

Mr. Kuyxenpati. Many utilities have used different depreciation 
for income-tax purposes than they have used for ratemaking purposes. 

Senator Carrou. Is there anything in your recent decision in which 
you gave approval of that system of double—when I say “double 
entry,” I mean a double set of books. 

Mr. Kuyxennatt. No, I don’t know of anything that gives approval 
to a double set of books, or that changes the fact that I have just 
mentioned, that frequently these utilities use a form of depreciation 
or a rate permitted by the Internal Revenue Service which may not 
be the same as what we use or allow for ratemaking purposes. 

Senator Carrotu. Since you have been Chairman of the Commis- 
sion have new procedures been established with reference to the treat- 
ment of this bookkeeping as I have indicated to you? 

Mr. KuyKxenpatu. Mr. Rainwater could explain that. 

Mr. Ratnwater. There has been a change in the accounting system 
for natural-gas companies, there has not been any for electric com- 
panies established as yet. 

Senator Carroiu. For natural-gas companies? 

Mr. Rarnwater. Yes. 

Senator Carrotu. Natural-gas companies have been receiving some 
certificates, too, have they not! 

Mr. Ratnwater. Yes. 

Senator Carrot. We will discuss that later, Mr. Chairman. 

Mr. KuyxKenpauu. You might tell him what we are in the process 
of doing, Mr. Rainwater. 

Mr. Rarnwarer. We are in the process—we have initiated rule- 
making, both on the electric companies and the natural-gas companies, 
to amend the system of accounts, to take care of both this accelerated 
amortization under section 168, and liberalizing depreciation under 
section 167. 

In effect, what it provides is this: That the utilities would record 
the difference in their income accounts between the amount of taxes 
which would be paid or payable under the straight-line basis and the 
amount which they will be paying under this accelerated basis. 

That difference will be credited to a reserve for deferred taxes, 
and it will be held in reserve, and will not be permitted to be used 
for the payment of dividends. Then, as taxes increase, as you start 
to get paybacks due to the non-availability of these reductions al- 
ready taken, then there will be another credit amount set up in the 
income statement to take care of that, which will then be charged 
against the reserve for deferred taxes. 

Now, the effect of that over the period, if you use the same tax 
rate, is that it will wash out, you will have the same amount over 
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the period as you would if you had not reported it. In other words, 
it is an equalizing process over the period of the accelerated amorti- 
zation or the period of the liberalizing of provisions. 

Senator Carroti. Mr. Rainwater, would you say that this is a 
tightening of controls or a loosening of controls? Is this in the 
interests of the utilities or the interests of the consumers, in the 
long run, or the short run ? 

Mr. Rarnwater. Oh, I believe the Commission in its decision and 
opinion 264, which dealt with accelerated amortization, and also in 
their opinion on the natural gas companies, dealing with the same 
thing for natural-gas companies for liberalized depreciation, held 
that this treatment must be given in order to give effect to the intent 
of Congress. 

Senator Carro.u. It is the key to it, isn’t it, liberalized depre- 
ciation ¢ 

Mr. Ratnwater. Yes, sir. 

Senator Carroiu. It stems largely from this decision that we have 
been talking about—I have forgotten the title of it—it has to do with 
a fast tax writeoff ? 

Mr. Ratnwater. Yes, sir. 

Mr. Kuyxenpatt. It stems from the law authorizing the fast tax 
writeoff. 

Senator Carrott. So I understand the Commission held it was 
the intent of Congress, and therefore sustained, but when we talk 
of liberalization of depreciation, that is really in the interest of the 
private power company and its method of operation rather than the 
consumer. 

Mr. Rarnwater. Well, it is the benefit of the additional tax reduc- 
tion which the law contemplates. 

Senator O’Manoney. Would the Senator yield ? 

Senator Carrot. Yes. 

Senator O’Manonry. What was the date of this decision of the 
Commission to which you have referred ? 

Mr. Rarnwarter. | mentioned two, I believe. One was an 
opinion 

Senator O’Manonry. One you just mentioned in response to Sen- 
ator Carroll. 

Mr. Ratnwater. The first I mentioned was on this matter of ac- 
celerated amortization, which is opinion 264, which I believe was 
about February 

Do you know the exact date, Mr. Mason ? 

Mr. Mason. Opinion No. 264 was issued December 4, 1953. 

Senator O’Manoney. That was the opinion which liberalized the 
formula? 

Mr. Rarnwarter. That was the opinion in which the Commission 
set out the method which should be followed, so far as the accelerated 
amortization was concerned. 

Senator O’Manoney. But which you regarded as a liberalization, 
those were your words. 

Mr. Ratnwater. Well, “the liberalized depreciation” is a term 
which has been used generally among accountants—— 

Senator O’Manoney. I am not putting the responsibiilty on you, 
Mr. Rainwater ; I am just trying to determine the dates. 














438 RAPID AMORTIZATION IN REGULATED INDUSTRIES 


This opinion issued by the Commission, opinion No. 264 of the 
Federal Power Commission adopted December 3, 1953, and issued on 
December 4, 1953, is the opinion in which I understand the witness 
Mr. Rainwater said there was a liberalization of the factor. 

Mr. Rarnwarter. No; that other decision is the one that refers to 
liberalized depreciation, which is so-called depreciation which is 
available to taxpayers. 

Senator O’Manonery. What is the date of that? 

Mr. Rarnwater. That is the Amere decision. 

Senator O’Manoney. What was the date of that decision ? 

Mr. Mason. February 29, 1956. 

Senator O’Manoney. So on February 29, 1956—I will address this 
question to you, Mr. Chairman—the Federal Power Commission 
adopted, upon a petition for declaratory order in the matter of the 
Amere Gas Utility Co., the Atlantic Seaboard Corp., Central Ken- 
tucky Natural Gas Co., United Fuel Gas Co., the Ohio Fuel Gas Co., 
Cumberland & Allegheny Gas Co., Home Gas Co., the Manufacturers 
Light & Heat Co., and the Natural Gas Company of West Virginia, 
an opinion which liberalized the rule of calculating the tax amortiza- 
tion. 

Mr. KuyKenpatu. No; I wouldn’t say this liberalized the rule. If 
I may explain this, Senator, there are two different depreciation 
measures we are talking about. 

They are sections 167 and 168 of the Internal Revenue Code. 
Section 168, I believe, deals with what you are concerned with here, 
the accelerated amortization, the amortizing in the 5-year period. 

Liberalized depreciation that Mr. Rainwater was discussing, which 
was the question involved in the case you have just referred to, per- 
tains to using methods of depreciation other than straight line for 
income-tax purposes as a plain policy of the Government. 

These liberalized depreciation measures allow depreciation of the 
property faster during the early years and slower during the later 
years of the life of the property. 

Senator O’Manoney. This particular opinion which I hold in my 
hand, under docket No. G-6358, issued on February 29, 1956, con- 
tains these liberalized provisions of which you have just testified. 

Mr. Kuyxenpbat. I wouldn’t call them liberalized provisions—— 

Senator O’Manoney. But you did. 

Mr. Koyxenpatu. I would say they contain provisions concerning 
the treatment of liberalized depreciation by the Federal Power Com- 
mission. 

4 Senator O’Manoney. Was the depreciation liberalized by this de- 
cision ? 

Mr. Kuyxenpatu. It was liberalized by Congress in section 167 of 
the Internal Revenue Code. 

Senator Carrot. Will the Senator yield at this point? 

Senator O’Manoney. Certainly. 

Senator Carrotzu. As I understand the situation, this section 168, 
based on an act as passed by the Congress in 1950 or 1951, giving a 
fast tax writeoff, in that law the Congress never said it ever intended 
that the tax-amortization program would be used in this fashion. 

The Federal Power Commission interpreted what it thought Con- 
gress intended, and was sustained by the circuit court of appeals in 
that concept. 
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But, going back to the other law passed in 1954—I think I am right 
in this—this is the one that has to do with liberalization—the first 
loophole was created in 1951, the second loophole was created in 1954 
and this is the one we are talking about, a revision of the Internal 
Revenue Code—this 1954 act of Congress, I think, was specific, was it 
not? Was there a specific statement that they could use instead of 
the straight-line depreciation ? 

M. Kuyxenpatu. Yes, there was; there was a provision that they 
could use the sum of the years’ digits method or declining-balance 
method. 

Senator Carroiu. Very technical, but the effect of it, again, is to 
liberalize; it is another system of a fast tax writeoff, so they have got 
two systems. 

Senator O’Manoney. I know your point of view; I am trying to 
get the point of view of the Chairman. 

Senator Carrot. I thought I would distinguish the two statutes. 

Mr. KuyKenpauu. You want to know what I think about this liber- 
alized depreciation ? 

Senator O’Manonry. I do; yes. 

Mr. Kuykenpau. I might say, I believe, after all, we made a slight 
error. This decision in docket No. G-6358 that you referred to, 
under date of February 29, 1956, was the examiner’s decision in the 
case. And then following, in this volume that I am looking at is the 
order of the Commission affirming the decision of the presiding 
examiner, which was done on June 30, 1956. 

Now, in this second document, issued on June 30, the Commission 
had this to say: 


We cannot strike down an act of Congress if we think it unwise or unneces- 
sary to a particular industry and enforce it only if it is in accord with our 
economic and regulatory philosophy. It is undisputed that section 167 of the 
Internal Revenue Code does apply and was intended to apply to regulated 
natural-gas companies such as the petitioners. 

The extraordinary ability and willingness of natural-gas companies, including 
petitioners, to attract capital and construct new facilities causes us to question 
whether the incentive provided by section 167 of the Internal Revenue Code is 
necessary or desirable for this industry, or will in the long run be as beneficial to 
the public interest as is the present traditional method of treating depreciation 
expense. 

We are calling this situation to the attention of Congress by transmitting 
copies of the presiding examiner’s decision, our opinion herein, and the dissent- 
ing opinion attached hereto to the chairman of the Finance Committee of the 
Senate and the chairman of the Ways and Means Committee of the House. The 
presiding examiner’s decision is affirmed. 


Senator O’Manonety. Do I understand you to tell the committee 
that it was not the Federal Power Commission that made the liberal- 
ized order or rule, but the Congress ? 

Mr. KuyKkenpau. Yes. 

Senator O’Manoney. And that which you were doing in approving 
the examiner’s decision was merely interpreting the law of Congress, 
at the request of these petitioners ? 

Mr. Kuyxenpatu. That is right. 

Senator O’Manoney. In the order affirming the decision, I find on 
page 3, at the end of the second paragraph, the following language. 
This, I think, is what you were reading : 

That Congress clearly was concerned with depreciation practices, and with 


the effect on Federal income taxes of unrealism in such practices. It made no 
reference to utility ratemaking, and none should be inferred. 
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Mr. Kuyxenpbatt. I think you must be reading from the dissenting 
opinion which was referred to in what I read. 

Senator O’Manongy. Yes, this was a dissent. 

Mr. Kuyxenpatn. Of Commissioner William R. Connole. 

Senator O’Mononey. The point, as I see it, is simply this: 

The majority opinion contains an interpretation of the congres- 
or act, and also a statement referring the matter to Congress, does 
it not 

Mr. Kuyxenpatu. Yes. We particularly called to Congress’ at- 
tention what we had done. 

Senator O’Manoney. Do you want to be interpreted, in the lan- 
gauge which called this matter to the attention of Congress, it is the 
opinion of the Commission that the law should be changed ? 

Mr. Kouyxenpauu. Well, I wouldn’t go that far. If Congress 
thinks that that law is good for our country, and that it should be 
applied to electric utilities and natural-gas companies, I am perfectly 
w ung <0 go along with it, and will do the best I can to carry out the 
law. ‘That is up to Congress. 

Senator eben Thank you very much, Mr. Chairman. 

Senator Keravuver. Within the limited time you have, gentlemen, 
we have asked you to get certain papers and documents. Senator 
Wiley has suggested that you bring 3 copies of opinion 264, docket 
R-126, December 4, 1953; 3 copies of the findings of Examiner Ed- 
ward Marsh in the Amere Gas Co. case, docket G-6358 ; 3 copies of 
the Commission’s decision in the same case, February 29, 1956; and 
3 copies of the dissent in the same case. If you could bring a few more 
copies, it would be helpful. 

Also on February 6, 1956, quite a number of Senators and Members 
of the House filed protests, raising factual questions about rapid tax 
amortization to the ODM. I would appreciate your examining your 
files and seeing if this protest of the Senators and Congressmen, or 
any other protests, were referred to the Federal Power icaniitiateey: 
and please bring the referral, and any answer of the Federal Power 
Commission to the ODM or the DEPA. 

While we go into all these matters fully, this committee, as I stated 
in the beginning of our hearing, is primarily interested in the effect 
on concentration and acquisition by these companies which received 
rapid tax amortization upon extending their power and concentra- 
tion, the absorption of other companies, which furnishes increased 
competition to smaller utilities, and to REA’s and public-power bodies 
which do not receive fast tax writeoffs. 

As an example, there is the acquisition of a utility by the Pacific 
Power & Light Co., or by the Washington Water Power Co., which 
has been referred to, which you are going to look up. 

Either now or when it is possible for you to do so, we would like 
to have a compilation of the acquisitions by electric utilities. I think 
they serve as a good example of other companies increasing their 
strength and their position since the tax-amortization law went into 
effect in 1951. 

I have here a record of the Idaho Power Co., which over a period 
of some years has acquired quite a number of companies. I would 
also like to know what companies they have acquired since the tax- 
amortization law went into effect. 
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We are particularly interested in the availability of this strength 
and financial position to drive competing companies out of business 
or to acquire them or to build spite lines or furnish REA’s increased 
competition and unfair competition. 

So, any information you gentlemen can get on this general subject 
we would appreciate. We know that you may not be able to get it 
out between now and 2: 30. 

Mr. Mason. May I ask a clarifying - pmo en so that we will be sure 
and get what you want, Mr. Chairman ? 

Senator Keravuver. Yes, Mr. Mason. 

Mr. Mason. What you want is a list of the electric utilities which 
have absorbed other companies since January 1, 1951, and, in addition 
to that, companies that have received tax-amortization certificates? 

Senator Krravuver. That is correct. And we would like to have 
the names of the companies or the generation plants, and the trans- 
mission lines absorbed, or acquired. 

Mr. Mason. Certainly. 

Senator Krravver. Not just electric utilities acquired by electric 
companies, but, if they acquired a gas company or other utilities or 
other industries, we would like to know that, too. 

Mr. Mason. We will give you all the information we have on that. 

Senator Keravuver. Thank you very much, 

We will stand in recess until 2: 30. 

(Whereupon, at 12:45 p. m., the subcommittee recessed, to recon- 
vene at 2: 30 p. m., the same day.) 


AFTERNOON SESSION 


Senator Keravuver. I want to say at the beginning of the hearing 
this afternoon that the staff of the subcommittee report that the Com- 
missioners and the staff of the Federal Power Commission have been 
very cooperative in helping them get certain documents, memoran- 
dums, and other information that bear upon this inquiry, for which I 
want to express my appreciation. ; 

Also, at the beginning of the hearing this afternoon, I wish to state 
that I think the hearing this morning has performed a substantial 
public service in getting certain facts which have been discussed in 
determining with some definiteness as to whether the taxpayers of 
the United States and the Government of the United States are being 
charged with a part of the costs of this power development by the 
Idaho Power Co. 

I understand that the testimony of Mr. Rainwater, the accountant 
of the Federal Power Commission, is that, based upon a 314 percent 
interest payment on money borrowed by the United States Samm, 


mange amortization will cost the taxpayers or the Federal Treas- 


ury about $83.5 million. Based upon 6 percent interest as being the re- 
turn that the utility would get from its investment over a 50-year 
period, it would be of some $329 million benefit to the Idaho Power 
Co. on these 2 tax-amortization sums. Is that 329? 
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Mr. Ratnwarter. I had figured it as $339 million. 

Senator Kerauver. I heard both figures used; 329 and 339. 

Mr. Rarywater. Part of that may be due to the method that we have 
followed in this way, that we have taken this on an annual basis and 
we have considered it on a half-year proposition and averaged for 
the year. If you just took it for the end of the year, you would get 
a smaller figure, but we assumed the funds came in equally through the 
year and we allowed one-half for each year and thereafter, so, to that 
extent, it would affect your calculations. 

Senator Kerauver. It has been suggested, also, that there might be 
some offsets against these amounts. Mr. Rainwater, do you want to 
amplify on any of the suggested offsets; that is, if they did not get this 
money, they would have to borrow it somewhere and it might be a 
lesser amount paid by tax; I think that was a point raised. 

Mr. Cuumpris. And the other was a liberalized amortization. 

Mr. Ratnwarer. Yes, sir, there is another point. If Idaho did not 
get a tax certificate under section 168 of the act, they would still be 
free under section 167 of the act to follow liberalized amortization. 
I have computed the effect of that which I could give to you. 

Senator Kerauver. Very well, suppose you give it to us, Mr. Rain- 
water. 

Mr. Rartnwarter. If they had used the sum of the years’ digit 
method, which is one of the optional methods they might have used 
as against the straight-line basis, they would get a benefit of 
$85,114,000 plus; $85,114,082 is the figure. 

So that would have been available to them anyway whether or not 
they had a tax certificate, so if you deduct that from the $339 million, 
you would get a figure of $254,026,868. 

Senator Kerauver. So that under this new rapid amortization 
provision, if they had set their books up on that basis, the benefit to 
them would have been not $339 million but two hundred and what? 

Mr. Rarnwater. They would have gotten $85,114,082 anyway under 
the rapid depreciation basis, but if you take that as against the accel- 
erated amortization basis, you get the $339,140,944, so the net effect 
of one against the other is $254,026,862, which you might say is the 
net benefit which the tax certificate yields on them. 

Mr. KuyKenpatu. At 6 percent. 

Mr. Ratnwarter. At 6 percent. 

Senator Kerauver. That brings down the amount of benefit they 
would have received if they had taken advantage of the liberalized 
amortization. 

How would that affect the taxpayer and the Federal Treasury ? 

Mr. Rartnwarter. I have not computed that as to what it would be 
on that basis. It could be pretty readily computed. 

Senator Keravuver. Will you compute it and furnish it to the 
committee ? 

We have also had testimony this morning to the effect that the 60 
and 65 percent of the cost of Oxbow and Brownlee has been con- 
sidered to be $103 million; that is the part of the investment or cost 
on which these two rapid amortization certificates apply. 
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There has been some testimony that construction costs may have 
gone up 5 or 10 percent, in previous times the testimony that they 
may be pushing construction which might run the cost up by crash 
programs to get it completed in a certain time, so that it 1s clear by 
this that whatever the increased costs might be, in the construction 
cost or in the effort to get it built fast, that whatever the increase may) 
be, that would increase the figure of the cost to the Government and 
the benefit to the utility. 

I think the hearing this morning has also proven amply that in the 
presentation to the Federal Power Commission it was not presented 
on the basis of expecting any rapid tax amortization. 

The testimony was that it was a sound investment which Idaho 
Power could finance by conventional means without the rapid tax 
amortization. 

Is that right, Mr. Mason ? 

Mr. Mason. That is correct. 

Senator Kerauver. We asked for certain reports and documents to 
be submitted when you gentlemen left. Tell us which ones you have 
had time to get for us. 

Mr. Cuumpris. Before you go into that, could I ask one question? 

Senator Krerauver. Mr. Chumbris wants to ask a question. 

Mr, Cuumeris. Mr. Rainwater, are there any other Federal pro- 
grams other than power where there are fast writeoffs where you 
could say the same thing, that there is cost to the taxpayers because 
of the fact that they are not paid off immediately ¢ 

I have special reference to the Defense Minerals Exploration Ad- 
ministration, for instance, and irrigation. 

Doesn’t that same principle apply in that activity ? 

Mr. Rarnwarter. Are you referring now to accelerated amortization? 

Mr. Cuumeris. Yes; in effect it 1s a fast writeoff similar to what 
we are referring to under section 168. 

Mr. Ratnwater. The same principle would apply to the extent it is 
a private corporation paying taxes. To that extent it would be the 
same principle. 

Senator Kreravuver. The same principle would apply to any indus- 
tries where they have issued rapid tax amortization ! 

Mr. Ratnwater. Yes, sir. 

Mr. Cuumepris. I am not referring only to specific industries but I 
mean there are other Federal programs where in effect there is a 
subsidy and therefore it is a cost to the taxpayers. 

Mr. Rarnwater. I think there may be but I am not familiar with it. 

Senator Keravuver, All you gentlemen deal with is power? 

Mr. Kuykenpatu. And natural gas, Senator. 

Senator Keravuver. I do think it should be pointed out also that I 
certainly feel and Senator Byrd has expressed this feeling very 
strongly and others have, that whatever the justification may have 
been for rapid tax amortization as the incentive for making an in- 
vestment, it has less application to industries where they have a 
guaranteed income, such as electric utilities, gas utilities, and others 
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where on the investment they make under regulatory agency rules, 
they can get rates usually fixed at about 6 percent on their invest- 
ment. 

Do you agree with that, Mr. Kuykendall ? 

Mr. Kuyxenpaty. You are talking now along the line that the 
Commission talked in that quotation I made this morning. 

Senator Kerauver. That was the view you expressed ? 

Mr. KuyKenpa.t. Yes. Well, we did not give a firm opinion on it 
because there were aspects to it that we don’t feel we are too well 
qualified to pass on, but we did raise the question as to whether this 
was necessary or desirable in regulated industries. 

Senator Kerauver. Where there is going to be a guaranteed income, 
oe there is quite a question as to whether the law should grant 
them—— 

Mr. KuyKenpatt. I think they are in a different category entirely 
than private industry. 

Senator Kerauver. Senator Wiley asked for certain documents. 

Do you have those? 

Mr. Botton-SmirH. We have one copy, Senator. 

Mr. Mason. Mr. Chairman, I have on the way down several more 
copies of the Commission’s publication which contains the utilities’ 
case that we talked about this morning, and opinion No. 264 is dated 
53 and is out of print so we will have to make those copies and that 
is being done. 

Senator Keravver. All right, cooperate the best you can. 

Mr. Mason. Yes, sir. 

Senator Kerauver. How about he referrals of the letters and pe- 
titions by Senators and Congressmen by ODM to the Federal Power 
Commission; did you find that? 

Mr. Mason. That we did not have time to get into at lunch time, 
we had such a short time. That would be quite a job to get those up. 
We started on it but we have not anything for the committee now. 

Senator Keravuver. You will keep the staff advised so that we can 
have the benefit of any of those that you do find? 

Mr. Mason. Yes, sir. 

Senator Kerauver. Was there anything else you brought with you 
that we suggested ? 

Mr. Kuykendall, I asked you about the Washington Water Power 
matter ? 

Mr. KuyYKeEnvaALL. Yes. 

Senator Keravuver. Is the Pacific Power & Light Co. paying out 
dividends based upon the receipt of rapid amortization certificates, 
and eons that came from them? Have you checked the records 
on that 

Mr. Kuykenba.L. I asked Mr. Rainwater to and he has some in- 
formation. I have had practically no time to discuss it. 

Senator Keravuver. Mr. Rainwater, can you briefly tell us what you 
have got there? 

Mr. Rainwater. I have here the annual report for 1956 of the 
Washington Water Power Co. and Pacific Power & Light. I have 
also the stockholders’ report of the Washington Water Power for 
1956, although I don’t have the same for Pacific, but I do have the 
annual report to the Commission. 
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In both of these reports it describes the type of accounting that 
they are following in regard to accelerated amortization which I could 
read into the record if you desire. 

Senator Kerauver. The particular report we had was the Kidder, 
Peabody report of the Woon Power & Electric for 1953 as I 
recall. Is this the Kidder, Peabody report that you have? 

Mr. Rarnwater. I don’t have that; no, sir. I have just the annual 
reports that they filed with the Commission. 

enator Krerauver. What does it say about paying out tax amortiza- 
tion benefits as returns of capital to stockholders? 

Mr. Rarnwater. In the Washington Water Power Co. annual 
report for 1956 under the heading of dividends this statement appears. 

ay I just read that? 

Senator Krerauver. Yes, sir; read it or tell us about it. 

Mr. Rarnwater. It is just a short paragraph. 

Senator Krerauver. Very well. 

Mr. RarnwatTer (reading) : 

Shareholders were advised on January 8, 1957, that each of the 1956 dividend 
payments was tentatively determined by the company’s tax counsel to be non- 
taxable as normal dividend income for Federal income purposes to the extent 
of 77.1 percent. Similarly the dividends paid in 1953, 1954 and 1955 were 
considered to be partially nontaxable. It is important to note that the non- 
taxable portion of the dividend should be recorded as a reduction of the tax-cost 
basis of the shares and that to the extent that the aggregate of such nontaxable 
dividends exceeds the tax cost capital gain will result. 

As I understand that, what that means is that 

Senator Witey. Do you have difficulty in understanding it also? 

Mr. Rarnwater. We have noted some of these statements in some 
of the other annual reports of some companies that have been filed 
with the Commission. 

Senator Wirey. You mean the English language is not a vehicle 
for clarity, is that what you mean, or is it some fellow that wants to 
make it dumb and dense, what is it ? 

Mr. Ratnwarer. I think it is due to the difference between the tax 
law and the basis for recording income. 

In other words, under their filed tax returns as I understand it, 

there is less taxable income than the amount of the dividends that they 
pay. 
As a result, to the extent that there was less taxable net income, 
the dividend is considered to be returned capital or nontaxable. That 
means then that the recipient of the dividend would report that much 
of it as nontaxable and it would then be deducted from the cost of 
his stock and used later on for computing capital gain. 

In other words, eventually he would have to pay more taxes, but 
he would pay it at the capital gain rate. 

Senator Wiiey. I think, Mr. Chairman, that I understand part of 
that if it means that the dividend might be considered as distribution 
of capital. That is what you mean? 

Mr. Ratnwater. That is right; yes, sir. 

Senator Wiiry. Now then, the real question, it seems to me, is how 
did this capital come into being? 

Did it come into being by it being paid in originally as capital or 
did it come into being by virtue of some accrual of income? 

It seems to me that that is the real issue. 
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As I get what you say, some of this capital is due to this tax write- 
off; is that it? 

Mr. Rarnwarter. It is the large deductions which bring the taxable 
net income below the dividends paid for the year. 

Senator Keravuver. Mr. Rainwater, do you mean that in 1956, 
according to that report, 77.1 of the amount paid to the stockholders 
by Washington Power & Light in that case was considered a return 
of capital upon which they did not have to pay tax, and that it shows 
that is possible because of the rapid tax amortization they received 
from the United States Government ! 

Mr. Rainwater. It does not state that it is due to that fact, but 
from my understanding of what this means, that would be my 
interpretation. 

Senator Kerauver. You are an expert on this kind of matter; 
aren’t you ? 

Mr. Rarnwarter. I am not a tax expert but I have, of course, at 
various times had to be fairly familiar with the tax law, but I don’t 
claim to be a tax expert. 

Senator Wixey. You are very modest, I think. 

Senator Kerauver. When you go back and find that the 1953 report, 
talking about the same thing, did refer to the rapid tax amortization 
and they had another similar figure to the 77.1 percent, then your 
definite conclusion would be that they are using the Government’s 
subsidy as a return of capital upon which the stockholder would not 
have to pay taxes? 

Mr. Ratnwarter. It is my understanding that that is one of the 
factors, probably the main factor that contributes to that result. 

Senator Witxy. I wonder if we can’t get this so clear that even 
I could understand it. Supposing we had an original investment 
of $100 million, put it down that way. 

Supposing the tax writeoff is for five years; is that right? 

Mr. Rainwater. Five years, yes. 

Senator Witry. Would that be $20 million a year? 

Mr. Rarnwater. It would be if they were to get a tax certificate 
on the full amount. 

Senator Wizey. Let’s assume that now because I want to get this 
straight in my own mind. 

Whether I can get it into some of these other peoples’ minds around 
here is inconsequential as far as I am concerned, but let’s assume then 
that the writeoff is $20 million. 

In other words, let’s assume that they pay no taxes and they write 
off $20 million and they put that into a separate fund, is that right? 
In their bookkeeping, they capitalize that in a separate fund? 

Mr. Rarnwarer. The $20 million is the figure only for tax purposes. 
The amount that they could take in depreciation purposes in their 
books 

Senator Witry. Oh, no; we come back to where you get this stock 
dividend and so forth; how you are going to get it. Now, then, if 
it was a normal corporation, they probably would be paying taxes at 
the rate of maybe three or four million; is that correct? — 

Let’s assume that. Now, instead of that, they are able to write off 
their whole capital investment in 5 years. We assume this now. So, 
under ordinary circumstances, the first year their capital investment 
then should be $80 million. Instead of that, it is still $100 million, 
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and they have taken the $20 million that should have been charged off 
and they have capitalized that in a separate account which they are 
not supposed to pay off in dividends. 

Maybe that last statement is incorrect. In 5 years they have 
charged off $100 million, so they have got the original investment and 
they have got another $100 million that they would have saved in 
another account just as if they had paid it out; is that right? 

Mr. Rainwater. I don’t think it would be $100 million. The tax 
effect would only be 52 percent of it, so the most they could have, 
while they would write off the $20 million, they would get the tax 
benefit only of the 52 percent. 

Senator Wiey. All right; let’s call it $50 million just to get where 
this 72 percent we have been talking about comes from. 

What do their books show as to capitalization at the end of 5 
years / 

Mr. Rarnwater. The books would show as to capitalization the $100 
million less whatever depreciation they would normally accrue on the 
books which, we will say for round figures, say they accrue 2 percent 
a year, maybe 3 percent; say 3 percent. 

Then, at the end of 5 years, they would have a depreciation reserve 
of $15 million; so, the books would show on this original investment 
that they still had $85 million of the original investment. 

Then, of course, it would also show that these tax savings which 
they had would no doubt be invested into additional plant and so that 
would also be in the—— 

Senator Witey. What would the total be? 

Mr. Rarnwater. Using the 52 percent for the $100 million back in 
their tax savings plus whatever interest or income they had earned 
on that. I can’t give you the exact figure on the compound-interest 
basis, but oe? would have at least the $52 million tax savings plus 
their $85 million of the original investment. That is the way the 
books would show it. 

Senator Wier. We are getting the differential first between the 
$100 million, and that would be about $140 million, say. Now, is it 
that $40 million from which they can give this 72 percent that has 
been talked about ? 

Senator Keravver. 77. 

Senator Wier. 77 percent. 

Mr. Rarywater. The 77 is based strictly on income, and you are 
referring to plant. The 77 is the relationship, as I understand it, 
bnte what their taxable net income is and the amount of their divi- 
dends. 

Senator Witey. Then they have not touched any of this other by vir- 
tue of the tax writeoff. They have simply touched what you might call 
the incomes earned over the years from which up to that time no divi- 
dend has been paid, say. That is legitimate anyway, isn’t it? I can’t 
understand why that 77 percent is not taxable if it is income. 

Mr. Drxon. I think I can straighten him out. 

Senator Witey. All right; here is somebody that volunteers. 

Senator Kerauver. All right, Mr. Dixon; let’s see if you can help 
solve the puzzle. 

Mr. Dixon. Mr. Rainwater, using Senator Wiley’s example of $50 
million that accrued as a result of these tax certificates that pile up, 
isn’t the way it works that, rather than returning that money, they 
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reach over here in another fund, whether it is income, and they pay 
that out. They say, “Now, what comes out of that you won’t have 
to pay income on, because we have still got this money over here in 
the company that can be considered as capital investment”? In other 
words, think of it as two separate funds. You reach over here and 
get the money from some other source, because there is money left here. 
Isn’t that the way it works? : 

_ Mr. Rarnwater. They are in separate funds for tax purposes; yes, 
sir. 

Mr. Drxon. So they pay it out out of money that comes in. They 
pay it out and say, “You don’t have to pay any tax on that, because 
we have got this money over here in another fund”; isn’t that it? 

Mr. Rarnwater. I think that is fairly accurate. 

Senator Keravuver. I don’t want us to spend too much time on this. 
The only point I wanted to establish was whether or not Washington 
Power & Light and other companies whose financial operations you 
have examined show that they are passing out returns of capital to 
stockholders on which they do not have to pay the regular Federal 
income tax, by virtue of the fact that they are receiving rapid tax 
amortization certificates. 

Mr. Ratnwater. The reports show that, but I think they are very 
clear that it is not a return of capital in the sense that we generally 
think of it. It is a return of capital only from the tax standpoint, but 
not from the corporation’s standpoint, because that would be a viola- 
tion of State law. 

Senator Kerauver. But, anyway, it is a return of capital, considered 
to be insofar as the stockholder is concerned who receives it so he 
does not have to pay a tax on it. How general do you find that to be, 
Mr. Rainwater ? 

Mr. Rarnwater. We have noted a number of them, but I could not 
say just how many there are. I don’t know that I have anything in 
the office that shows that. We have some from timetotime. Another 
company that occurs to my mind, I think Detroit Edison is one. 

Senator Keravuver. Is Detroit Edison doing the same thing? 

Mr. Rarnwater. I believe it is the same situation. 

Senator Krrauver. How about Pacific Power & Light? 

Mr. Rarnwater. I don’t have that, because I don’t have the annual 
report to the stockholders. It may be that in the annual report to 
the stockholders that would be disclosed. It is not disclosed in the 
annual report to the Commission. 

Senator Kerauver. Mr. Kuykendall, is this the kind of subject over 
which you have jurisdiction? As I understood it, this is not sup- 
posed to go on, using the Government’s subsidy as a basis in some 
way or other to pay out returning capital on which the stockholder 
does not have to pay income tax. Can’t you stop that? 

Mr. Kuyxenpatu. Offhand, and here again I may need a little ad- 
vice, I don’t believe we can. I think this is a peculiarity of the tax 
laws and is beyond the scope of our regulatory jurisdiction. 

Senator Kerauver. Are you making an investigation to see how gen- 
eral this is? 

Mr. Kuykenpatu. We will. I am curious myself, now that the 
subject has come up. 

Senator Keravver. Will you make an investigation ? 

Mr. Kuykenpatu. Yes; we will. 
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Senator Keravuver. I think that would be a matter of great public 
concern. 


Would you report the results of your investigation to this com- 
mittee ¢ 

Mr. KuyKkenvatu. I will be very happy to. 

Senator Kerauver. How long will it take, Mr. Kuykendall? 

Mr. Kuykenpatu. Mr. Rainwater could give an approximation on 
that. 

Mr. Rarnwarer. I believe that as far as we would be able to give you 
anything on that would be insofar as it would be reported in the an- 
nual reports to the stockholders. 

Now all of the companies of course don’t publish annual reports 
to stockholders, but to the extent that we have annual reports to the 
stockholders, I think it will usually be disclosed in those reports. 

To that extent, we can furnish it. 

Mr. KurKenpatn. We would write letters to the others. 

Mr. Rarywater. We would not have it for any other companies 
except by actually getting the information from the company direct. 

Senator Keravver. You can make inquiry of the companies. Will 
you do so? 

Mr. KuykenpDatn. Yes; we would make inquiry of all the companies 
where we don’t have it shown. 

Senator Kerauver. Report just as soon as possible to see if they are 
not paying income tax on the 77.1 percent of. what they get. For in- 
stance, from the Washington Power & Light Co., this represents an- 
other very substantial loss to the taxpayers of the United States Gov- 
ernment by virtue of the issuance of these rapid tax amortization cer- 
tificates, would it not? 

Mr. Kuykenpatu. It would appear to; yes. 

Senator Krrauver. I just wanted to see how much Mr. Rainwater 
could tell by that table, how much in 1956 this 77.1 percent represented. 

Mr. KuyKkenpauu. That is what I was going to ask. I thought Mr. 
Rainwater said 77 and some cents, 

Mr. Rarnwarter. 77.1 percent. 

Mr. Kuykenpat. Of the total dividend. 

You are right then, Mr. Chairman. 

Mr. Ratywater. I could give you the amount of the dividend for the 
year 1956. 

Senator Kreravver. Just in rough figures, Mr. Rainwater. 

Mr. Rarywater. In the company’s annual report it shows a divi- 
dend for the year 1956 of $4,262,911. 

Senator Keravuver. Then that would mean that approximately 
three-fourths of that amount, or 5 million, would be returned to the 
taxpayer without company having to pay regular income tax on it, 
wouldn’t it? 

Mr. Rainwater. Yes, sir. 

Senator Kerauver. And the company has not paid any income tax? 

Senator Witey. Has the company paid any income tax on it ? 

Senator Keravuver. That is the benefit they got. 

Senator Witry. That is what I want to find out. That is what you 
call escape from taxation on both sides. 

Mr. Kuykenpauti. You must have the figure of what income tax 
the company paid, Mr. Rainwater. 
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Senator Kreravuver. Senator Dworshak, won’t you come up here a 
little closer to us? 

Senator DworsHak. No; I am just watching, thank you. 

Senator Krerauver. I am anxious to get on to something else if we 
can. I think the Kidder, Peabody Co., report on Washington Water 
Power Co., on page 14, which is the report on its 1953 business, it may 
explain how it works. 

Taxable net earnings, after deducting the much higher (than book) provision 
for depreciation on the accelerated basis, one considerably less than the amount 
of common dividends paid or forecast during the amortization period. More- 
over, the company’s accumulated earnings sUrplus for tax purposes is much 
smaller than its earned surplus per book. Under the present tax regulations that 
portion of common dividends which would not represent payment out of accumu- 
lated earnings for tax purposes, would be tax free because such payments would 
be considered a return of capital rather than ordinary income to the recipient. 

Is that what you would describe ? 

Mr. Rarywarter. Yes, sir; I believe I have approximately the 
figure. The figure is approximately $640,000 Federal income taxes 
paid for 1956. 

Senator Kerauver. The company’s Federal income tax? 

Mr. Ratnwarter. Yes, sir. 

Senator Kerauver. You said that you were going to secure the 
recent acquisitions of the Idaho Power Co. as they affect concentra- 
tion and monopoly and the effect upon small business of the Idaho 
Power Co. and other utilities. 

Have you had time to secure any of that? 

Mr. Kuyxenpati. No; we did not have time to get any such in- 
formation. We will get all we have on it. 

Senator Keravuver. That is most important. 

Mr. Kuyxenpa.u. The staff tells me they don’t recall any acqui- 
sitions by that company in recent periods. 

Mr. Mason. We have already started that, Mr. Chairman. The 
study was started at lunch time and somebody is already looking into 
that. We will give it to you as soon as we can. 

Senator Kerauver. We want not only that company but others. 

Mr. Mason. I understood that. We will have to go to the SEC 
as well as PFC to get all of the companies that have had acquisi- 
tions since 1951 and will probably have to go to ODM to see which 
ones got certificates, but we don’t have that information current from 
day to day, but we have the source to get it, and somebody is starting 
on it this afternoon. 

I do have a copy here of opinion 264—in fact, 6 copies—and also 6 
copies of the Amere decision which has just been sent down, and 
I would be glad to turn this over to Mr. Dixon now. 

Senator Kerauver. Then let’s get on to another part of this mat- 
ter. The Office of Defense Mobilization announced the awarding of 
these certificates of rapid tax amortization on April 25, 1957. We 
find that 1 day earlier on April 24, 1957, the Federal Power Com- 
mission approved the issuance of promissory notes in the amount of 
40 million for the building of these 2 dams. 

That is correct, isn’t it, Mr. Kuykendall ? 

Mr. KuyKenpa.. I believe so; yes. 

Senator Keravver. Mr. Gray said that he had made up his mind 
that he was going to issue the certificates on April 10. At that time 
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he notified several people in the White House and also Mr. Bennett, 
the Interior Department Counsel, who at that time was Mr. Seaton’s 
confidential adviser. 

at, significance do you give to the closeness of these 2 dates, 
to wit, that they were given permission to issue promissory notes of 
40 million on heat 24, and that they got their tax certificates on 
April 25? 

Mr. KuyKkenpauu. There is no significance to it. As that order 
indicates that we issued on April 24, we thought they were financing 
in the conventional way. We had no knowledge of what ODM was 
about to do. I know all staff members who handled this matter will 
tell you the same thing because I have made inquiry of them. We 
had no knowledge or any thought, no hint that ODM was going to 
grant those certificates. We handled this in the regular way that 
any similar application is handled. We knew it when we read it in 
the newspapers ourselves. 

Senator Kerauver. It appears that Ebasco’s agent, Mr. MacDon- 
ald, was notified by Mr. Wyckoff on April 17 by telephone, and that 
he came by and was given a copy of the certificates the next day. 

That was 6 days before you authorized the promissory notes. 

Do you mean that neither you nor any of you other gentlemen 
knew that they had received the rapid tax certificates before you gave 
them this authority ? 

Mr. Kouyxenpauz. That is right. I don’t know who Mr. Wyckoff 
is or who Mr. MacDonald is, but I do know that I did not know and 
no member of the Commission knew that any of the certificates had 
been granted and I am sure no member of the staff had any knowl- 
edge of it. 

enator Kerauver. What would you have done if you had known 
they had been granted, Mr. Kuykendall ? 

Mr. Kouyxennatu. I think we would have reviewed the whole 
thing to consider whether they needed the funds they were asking 
us to approve, under those conditions. 

Senator Kerauver. You knew they had some applications pending, 
though they had said they had meager hope of getting them. You 
did not think they were going to press for them and you did not think 
they were going to get them. 

Did you or any of you other gentlemen or any members of the staff 
of the Federal Power Commission make inquiry as to the status of 
the certificate application before granting the right to issue the 40 
million promissory note? 

Mr. Kuyxenpatu. No, I don’t think anyone did. I don’t think 
this occurred to anyone that this was still a live matter. 

Senator Krrauver. When was the promissory note permission ap- 
plied for before the Federal Power Commission ? 

Mr. KuyKxenpauu. It was applied for on March 11. 

Senator Keravuver. Mr. Mason, do you have that? 

Mr. Mason. March 11, 1957. 

Senator Keravuver. How was it applied for? 

Mr. Mason. By application in the usual form. 

Senator Keravuver. Do you have a copy of the application? 

Mr. Mason. I furnished a copy of the application this morning 
to Mr. Cole. 











452 RAPID AMORTIZATION IN REGULATED INDUSTRIES 


Senator Kerauver. Did the application make any indication one 
way or the other about the—— 

Mr. Mason. No, sir. There was no disclosure made in the applica- 
tion or in any information that the staff received in any form, either 
in conference or otherwise that there had been any action on the 
tax certificate or that any action was imminent or any disclosure what- 
soever except we did know it was pending before the ODM. 

Senator Kerauver. Who filed the application with you, Mr. Mason? 

Mr. Mason. Representatives of the Idaho Power Co. 

Senator Keravuver. Did they come down to the Federal Power 
Commission and file it ? 

Mr. Mason. I assume it was mailed. Most of them are mailed. 
I don’t know that, Mr. Chairman, whether it was handed to some- 
body. The usual procedure is for them to either have a representative 
that they have in Washington come in and leave it in the mailroom 
or tomailitin. That I don’t know. 

Senator Kerauver. Does EBASCO represent Idaho Power before 
the Federal Power Commission ? 

Mr. Mason. Idaho Power Co. is represented locally by the firm of 
Sherline & Leighton and have been for many years to my knowledge. 
To what extent EBASCO represents them in other matters I don’t 
know. I know they have representatives in some matters but the usual 
contact the staff has with Idaho Power Co. is through Sherline & 
Leighton or through representatives of the company. 

Senator Keravver. Is Sherline & Leighton a law firm ? 

Mr. Mason. No, sir; Colonel Leighton is an engineer. I don’t know 
whether Mr. Sherline is a lawyer or not. I don’t think he is. 

Senator Keravuver. Do Sherline & Leighton work for EBASCO? 

Mr. Mason. That I don’t know. I don’t know whether they work 
for EBASCO or not. 

Senator Kerauver. Do any of you gentlemen know ? 

Mr. Kuyxkenpbat. I don’t seule know. I do know they represent 
a number of electrical utilities before us. I always thought they did 
it themselves. 

Mr. Mason. I think, Mr. Chairman, I might add something to that. 

At the time before these western companies like Montana, Idaho, 
and Pacific Power & Light and so on were divested under the holding 
company act, they were EBASCO companies, and as far back as that 
time Colonel Leighton was the Washington representative of those 
companies. 

Whether he worked directly for them or for Ebasco I don’t know. 
I know he has been coming into the Commission for years represent- 
ing Idaho Power Co. locally. He is not a lawyer. 

enator Krerauver. You have found generally, Mr. Mason, in the 
case of those companies which prior to the Holding Company Act 
were subsidiaries of Electric Bond & Share, after they had broken 
up all of them continued to be served on a commission or salary or 
fee basis by Ebasco Services in the same manner that they were 
served when Electric Bond & Share owned their common stock? 

Mr. Mason. That I do not know, sir, whether the situation has 
been the same or not. My knowledge is confined to what contact 
that I personnally have had with these particular companies through 
the representation by earlier, Colonel Leighton, and more recently 
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Leighton & Sherline. In fact Colonel Leighton is no longer very 
active in the firm and most of the contact now is by Mr. Sherline. 

Senator Keravuver. Who signed the application for the 40 million 
promissory note ? 

Mr. Mason. I do not have a copy before me. I gave the only extra 
copy I had to Mr. Cole this morning. 

Senator Kreravuver. We have the application here and will ask that 
the first part at least be made a part of the record. 

on material referred to may be found in the files of the subcom- 
mittee. 

Senator Keravver. It seems to be signed by T. E. Roach, the 
president. 

Did Mr. Gray or Mr. Wyckoff, who is an assistant of his in the 
ODM, or anyone in ODM or Interior Department, call any of you 
gentlemen or anybody at the Federal Power Commission with ref- 
erence to the tax certificates and the pendency of their being con- 
sidered for issuance? 

Mr. Kuyxkenpba.t. No, not that I know of. No one has called me, 
and I made inquiry among the Commissioners and the staff and we 
have had no communication of any kind from ODM about this matter. 

As I say, we knew it only when we read it in the papers. 

Senator Keravver. What did you say that you would have done in 
connection with the promissory note matter if you had known about 
this? 

Mr. Kuykenpnatu. I don’t know what we would have done, but I 
think we would have certainly taken that into consideration in pass- 
ing on it. I said I thought we would look at it to determine whether 
or not the company still needed the money, but giving that a second 
thought, I suppose it is true the company would still need the money 
to construct the facilities, because they don’t get the benefit of the 
amortization until after the facillies are constructed and they start 
applying the rapid amortization to them. 

enator Keravuver. Do you think you might have called them in to 
sound out why they presented one plan to you which called for no 
rapid tax amortization, and then proceeded with another plan? 

Mr. KuyKkenpbatu. We might very well have done that. Of course 
as I say, I think they still probably had to have this money to com- 
plete the project, or I should say continue rather than complete the 

roject. 
' Senator Keravver. Can we clear up by reference to this memo- 
randum of May 21, 1954, which comes from your files, that Ebasco 
was handing this matter for Idaho Power Co. ? 

It came from Ebasco’s files? 

Mr. Mason. I can answer that, sir. 

Senator Keravver. All right. 

Mr. Mason. I note that the memorandum is dated May 21, 1954, 
which was during the period that the hearing was going on on the 
application for license before the Federal Power Commission, and it 
is true and is a fact of course and the record will show that, that the 
Ebasco engineers appeared as witnesses for Idaho Power Co. in sup- 
port of the design of the applicant’s dams and powerplants and so on, 


and they were employed at that time by Idaho Power Co. for that 
purpose certainly. 
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Senator Kerauver. They were employed by Idaho Power Co. to 
help them in connection with the application for license ¢ 

Mr. Mason. That is true, sir. 

Senator Kerauver. They were also informed on April 17 that this 
certificate was going to be granted, but they did not inform you about 
it, and ODM did not inform you. 

Don't you think that is a rather unusual lack of liaison, gentle- 
men ¢ 

Mr. Kuyxenpatt. I don’t think that I should comment or try to 
tell ODM how to conduct its affairs. I mean I will leave that to the 
judgment of this committee. I do know this. That the adminis- 
tration has endeavored to work with FPC, and I believe they have 
endeavored to carry out the policy with all the other regulatory com- 
missions that are not part of the executive branch, not to do anything 
that would indicate that they were trying to influence or dominate 
those agencies in any way. 

Senator Wirey. Does that letter indicate that in 1954 they were 
talking about a certificate that was issued in 1957? 

Mr. Koyxenpauu. No; I don’t think it indicates that. It indicates, 
I believe, that Ebasco was engaged by Idaho Power Co. in connection 
with its application for the license before the Federal Power Com- 
mission. 

Senator Witzy. Not for the tax depreciation certificate ? 

Mr. KuyKenpatu. No. 

Senator Wier. I think the record should be made clear on that. 

Senator Kerauver. I have been informed that these two gentlemen 
whom you, Mr. Mason, said sent in the application for a tax certificate 
were employees of Ebasco. 

Mr. Cli fford, do some documents show that ? 

Mr. Currrorp. Are you referring to Mr. Leighton, sir? 

Mr. Mason. And Mr. Sherline. 

Mr. Currrorp. Yes; that they were working possibly as consultants 
for Ebasco Services, Inc. 

Senator Kerauver. Is that shown by some of the records here? 
a. Currrorp. We have correspondence between Mr. Leighton and 

asco. 

Senator Keravuver. But I say that it seems a bit unusual because you 
testified that you were the agency that kept up with all these power 
matters, and knew the demand, knew what the plan had been, and so 
I was naturally wondering why you were not informed, why you 
did not find out about this granting of the tax certificate. 

Mr. Kuykenpati. We did not know. I think the answer to your 
question would have to be given by somebody at ODM. 

Senator Krrauver. Of course ODM gave the same answer, that they 
did not know what Federal Power was doing. 

I asked Mr. Gray about it. I said, “At that time did you not”—— 

Senator Wirry. What time? 

Senator Kreravuver. That was on the 17th. 

Senator Witey. What year ? 

Senator Kerauver. 1957, when Mr. Gray issued the certificate. I 
asked Mr. Gray— 


At that time you did not know anything was before the Federal Power Com- 
mission in connection with the Idaho Power Co.? 
Mr. Gray. I did not. 
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I was talking particularly about the promissory note. Then I went 
on to ask Mr. Wyckoff the same thing and he said he did not. This 
seems to have been filed on March 11, 1957, 1 day after Mr. Gray had 
said he had made up his mind—— 

Mr. KuyKenpautn. April? 

Senator Kerauver. This is in the month before he made up his 
mind about the issuance of the certificate. Was there a hearing on this 
application ? 

Mr. Kuykenpaui. No; there was not. Ordinarily there is not any 
hearing on those, and there was no hearing in this case. 

Senator Keravcver. I want to pass this down to Mr. Rainwater be- 
cause he is the accountant. 

Will you examine the financial statement filed as the first exhibit 
in that, Mr. Rainwater, and then I want to ask you a question about 
that in a minute. 

Senator Winey. Is that identified as an exhibit? 

Senator Kerauver. We will just call it exhibit X. I don’t think 
it is identified. It is an application for the authority to borrow $40 
million. 

Senator Witey. Now it is identified, but I think heretofore it was 
not identified, to anyone reading the record. 

Senator Kerauver. Mr. Kuykendall, there can be no question that 
the rapid tax amortization certificates would help them to be able to 
place that $40 million promissory note, would help them to be able 
to borrow the money, and to borrow the money on more favorable 
terms. 

Mr. Kuykenpauu. I would think that it would put them in a more 
favorable position. We are convinced they could borrow the money 
without it, and that is the premise on which we approved the financing. 

Senator Keravver. It was not submitted anywhere along the line 
as one where they would need any rapid amortization ? 

Mr. KuyKkenbauu. No. 

Senator Krravuver. To go through with their financing or with the 
program ¢ 

Mr. Kuykenpatn. And it was our belief that with conventional 
financing that they could carry the loan. 

Senator Kerauver. In the representation made by the Idaho Power 
Co. in March 1957, this application for the $40 million note, Mr. 
Rainwater, do you find any reference in their financial data or a 
statement where they are planning on or base their financing upon 
any rapid tax amortization ? 

Mr. Ratrnwater. I have not examined it yet. It will take me a 
few seconds to glance over this. 

Mr. Kuykenpatu. Maybe I could help you, Mr. Chairman. The 
staff has told me that they found no such representation in there. 

Senator Krerauver. You are advised by the staff that even 1 month 
before they got the rapid tax writeoff, they were not anticipating 
or not taking that into consideration in their financing whatsoever ¢ 

Mr. KuykenpDa.u. I have been advised by the staff that applica- 
tion for approval of the issuance of those securities makes no refer- 
ence to accelerated amortization. 

Senator Kerauver. Yes. All right, we will take that as being the 
situation unless Mr. Rainwater finds it different in his examination. 
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Senator Wizey. Can you throw any light on why, assuming that 
to be the fact as seems to be the fact, within a short time thereafter 
they, like many human beings, changed their mind? 

Mr. Kuykenpauu. I don’t believe it is a case of changing their 
mind. They had to have the money to go forward with this project, 
regardless of whether or not they received the certificate authorizing 
them to accelerate the amortization, or a percentage of it, of the cost 
of the project. 

Senator Witey. But they did not mention in there anything about 
that application afterward that they had made to ODM? 

Mr. KuyKkenpatu. No. 

Senator Wier. They did not mention it. I am assuming what has 
been stated by the chairman, that, at that time, apparently, there was 
no evidence to indicate that they anticipated asking for this tax amor- 
tization. In less than 30 days they made up their mind and asked for 
it, didn’t they ? 

Mr. Kouyxenpati. Why, no; I think the facts are that they had an 
application pending for several years back, since 1953. And I guess it 
was that application that was finally granted by ODM. But we had 
no knowledge that ODM was going to grant it. And everything we 
have done here was predicated without consideration or expectation 
that Idaho Power Co. would receive any accelerated amortization. 

Senator Witry. Applications, after they are made, after you said 
this one was made some few years previously, do they become what you 
call dormant, legally, or do they keep their Vitality ? 

Mr. Kuyxenpauu. Well, the application was not before us, and 
cee this one is vital, but we had nothing to do with it. 

r. Cuumepris. Mr. Chairman, in furtherance of what Senator 
Wiley pointed out, I would like to ask this. What you acted on and 
what ODM acted on were separate and independent ? 

Mr. Kuyxenpauy. That is right. One of them could be done with- 
out the other being done. 

Senator Wier. I understand that. Again I revert to what was 
brought out this morning; that the original imputation, at the time 
they were granted the authority of wages, overhead, cost of material, 
and everything else has changed, I don’t know what might have been 
the basic idea why they decided to act on what had been almost a 
dormant petition. But you did say that, had you known, you un- 
doubtedly would have stopped, looked, and listened and asked for 
further evidence on the subject to see whether they needed it, or words 
to that effect ; is that about right ? 

Mr. KuyKxennatu. Yes. I said that first, but I also said, on second 
thought, that it would probably be true that they would need this 
money in any event, because they have got to build the facilities, and 
it is only after they are built and in operation that they get the benefit 
of the accelerated amortization on it. So, I wouldn’t be prepared to 
say that what ODM did would have altered our conclusion as to ap- 
proving this loan, had we known of it. We may very well have con- 
cluded that they still would have had to have the money to go forward 
with the project. 

Senator Wirxry. So, it wouldn’t have made much difference, in your 
opinion, whether you had known it or not? 

Mr. Kuyxenna... I have to apply hindsight now to something that 
didn’t happen. Certainly, we would have looked at it carefully, but 
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I don’t see now where it would have been the basis for refusing ap- 
proval of the loan. 

Senator Kerauver. Mr. Kuykendall, I am sure that, as a quasi- 
judicial arm of Congress, you don’t like to have one set of representa- 
tions made to you and another set made by the same people to another 
agency of Government. That is what has happened to you here, isn’t 
it? Idaho Power made representations to you in all of their figures 
and testimony that they didn’t need it, they didn’t expect it, they only 
had a faint hope, and that they were going on with it notwithstanding, 
whereas we found on the other side of the street they were doing 
everything they could possibly do to get the tax certificates, and not 
letting you know anything about it. 

Senator Witry. Two years intervened, didn’t it? 

Mr. Kuykenpatu. Yes; there were 4 years between the time Mr. 
Roach testified, or close to 4 years, in 1953, until the time, by 1957, 
when the certificates were issued. 

Senator Kerauver. Here is a copy of a memorandum from Mr. 
A. C. Inman, the vice president of Idaho Power Co., to ODM, taken 
from ODM’s file, dated September 9, 1955, on license for project 27. 
The license was granted August 4, 1955, and this tells ODM that— 
it is our earnest hope that certificates of necessity will be issued for both 
projects prior to commencement of construction— 
and so forth. I think we will make this a part of the record. It isa 
strong plea. 

(The memorandum referred to is as follows :) 

SEPTEMBER 9, 1955. 
Subject : A. C. Inman, Vice President, Idaho Power, to ODM 


In view of all of the above, it is our conclusion that in spite of the leeway 
allowed in the FPC license for commencement of Oxbow construction, that plant 
(in addition to Brownlee) must be started as soon as possible, if GAC require- 
ments, as outlined above, are to be met. It is our earnest hope that certificates 
of necessity will be issued for both projects prior to commencement of construc- 
tion as defined in the application regulations. If this should not become the 
case, however ,it is our understanding of ODM Regulation 1 that start of con- 
struction after filing of application, but preceding issuance of necessity certifi- 
eate, will not jeopardize our entitlement to accelerated amortization benefits, 
If this interpretation is not correct, we will appreciate your prompt advice. 


Senator Keravuver. Mr. Kuykendall, in the Federal Power Commis- 
sion’s brief in the United States Court of Appeals and in the Supreme 
Court, when your decision was appealed from the issuance of the 
license, there was no statement adverse to your opinion that this is 
going to be built entirely with non-Federal funds, and that they are 
not relying upon any rapid tax-amortization certificate for financing. 
That is true, isn’t it? 

Mr. Kuyxkenpatt. I am sure it is. I don’t recall everything that 
is in the brief, but that wasn’t in our mind or our contemplation at 
all. 

Mr. Mason. Both briefs are silent as to any tax amortization or 
any application for those certificates, they are not mentioned in 
any brief. 

Mr. Drxon. They are not silent on the fact that it wouldn’t cost 
the Government anything, you have pointed that out, have you not? 

Mr. Mason. That is correct. 
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Senator Kerauver. Will you read from your brief what you told 
the court of appeals and the Supreme Court? 

Senator Wiiey. Let’s get the dates so that we can get some system 
and follow the facts of the development. When did these matters 
take place that were just referred to by the Chairman? 

Senator Krerauver. Give us the date of your brief in the court of 
appeals. 

Mr. Mason. The brief of the Federal Power Commission in the 
United States Court of Appeals for the District of Columbia circuit 
was filed April 1956. 

Senator Kerauver. The Supreme Court brief was filed at what 
time ? 

Mr. Mason. In March of 1957. 

Senator Wier. Both of which were before the granting of the tax 
certificate ? 

Mr. Mason. That is correct. 

Senator Keravuver. You stated in your briefs that this is not going 
to cost the Federal Government or the taxpayers any money. 

Mr. Mason. I am trying to find that now, I don’t have the refer- 
ence offhand. 

Maybe Mr. Dixon could help me on it. 

Mr. Drxon. I am trying to get my memory back. 

Mr. Mason. I have a quotation on page 33 of the court of appeals 
brief that I might read. 

Senator Kerauver. Read it, Mr. Mason. 

Mr. Dixon. Page 37, footnote 3. 

Mr. Mason. Which brief are you referring to, Mr. Dixon, the 
circuit court or the Supreme Court? 

At page 33 of the court of appeals brief of the Commission, I 
will start reading the paragraph which begins on that page: 

In addition to comparing the economics of the power features of the two 
plans on the assumption of Federal financing, the Commission also determined 
the economics of the three-dam plan on the basis of private financing and its 
tars) of economic feasibility under private financing was found (transcript 
In its comparative evaluation of the overall benefits of the two plans, 
the Commission compared the 1-dam plan as it might be constructed 
by the United States, with the private 3-dam project. This is amply 
demonstrated by the Commission’s conclusion 
that the public purposes such as flood control, navigation, and recreation could 


be effectuated to about the same extent under either plan of development (tran- 
script 23563), 


and by its subsequent statement that 


under existing law these public purposes (including power) will be realized 
without expense to the United States to the extent that the projects are con- 
structed by a non-Federal entity (transcript 23569). 

Senator Witey. That is pretty good evidence, in my opinion, that 
the people who prepared that plan—that confirms what they have said 
before that they didn’t have notice of this other thing. I think there 
is a lack, not on their part, but on somebody else’s part, that the 
information, if it were filed in the application in March, might very 
well have been sent to the Commission so that the entire situation 
might have been brought to the attention of the court. 








RAPID AMORTIZATION IN REGULATED INDUSTRIES 459 


On the other hand, what difference it would make I don’t know, 
because you say definitely in your opinion that had you had the 
knowledge you might have started and considered that, after all, they 
had to have money, and the way they had to have money was by their 
borrowing capacity and not by virtue of the tax certificate. Is that 
right ? 

Mr. Kuyxenpatt. I think that is right. They would have to have 
the money to go forward with the project in any event. 

Senator Keravuver. But the policy of good faith and estoppel does 
work in the Federal Power Commission just like it does anywhere 
else, does it ? 

Mr. Kuyxenpatu. Yes. We don’t have many cases of bad faith 
but I think those principles apply in regulatory proceedings. 

Senator Keravuver. Then in the Supreme Court brief you also have 
the language that this was going to be constructed from their own 
funds? 

Mr. KuyKkenpatu. We probably did. And I repeat that that was 
our assumption and premise on which we proceeded in this matter at 
all times. 

Senator Keravuver. Of course, these briefs and all of these repre- 
sentations are made by you in the Court. The Idaho Power Co., 
through its attorneys, knew about these, did they not, Mr. Mason? 

Mr. Mason. They knew about our representations, certainly, sir. 

Senator Keravuver. At the same time you were making those repre- 
sentations, they were prodding ODM to get tax certificates for rapid 
tax writeoffs ? 

Mr. Mason. That I don’t know. I assume they must have, because 
they certainly got them, but I don’t know whether they were prodding 
them or not at the time. 

Senator Kerauver. It is in the record. 

Mr. Mason. Yes, sir. 

Senator Krravuver. Is not the Federal Power Commission very con- 
cerned, where it is ascertained that different positions are being taken 
before two different agencies of Government, Mr. Kuykendall / 

Mr. KuykenpaAuu. Well, as I say, we never knew about this mntil 
we read it in the newspaper, which was after it had been out of the 
Commission’s hands—it had been out of the Commission’s hands since 
the fall of 1955. 

Senator Krerauver. It seems that the Ebasco agency was told by 
Mr. Wyckoff about this matter on April 17, and they picked up the 
certificate on the 18th, and these apparently were representatives of 
the same Ebasco that was filing these applications to you and asking 
for the authority to issue the promissory note while withholding this 
information from you. Don’t you think that is a matter of concern 
that ought to be gone into by the Federal Power Commission ¢ 

Mr. KuyKenpauu. Well, I would say this, Mr. Chairman: I think 
I can understand how Idaho Power Co. could make an argument that 
the two things they were doing were not inconsistent in the least. We 
are here to give you facts. The facts are that we knew nothing about 
the possibility of them being granted accelerated amortization. We 
didn’t anticipate or expect they would, nor did we base our decision 
on it. And I think it is for this committee to judge as to the propriety 
of that course of conduct. 
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Senator Kerauver. Anyway, you think it is something that ought to 
be somebody’s concern ? 

Mr. Kuyxenpatu. Well, I think you have a perfect right to be con- 
cerned about it if you want to. 

Senator Kerauver. I know. But you should be interested in the 
good faith of people who are making representations to the Federal 
Power Commission. 

Mr. Kuykenpauu. Well, the language we used is certainly broad 
enough to encompass this. Of course, what we are really talking 
about was that there would have to be no appropriation from the Fed- 
eral Government for these projects to be built. As I say, we just had 
completely out of our minds the matter of accelerated amortization, 
and didn’t expect any to be granted, and based no decision on the 
thought that it would be. 

Senator Kerauver. Of course, the Idaho Power Co. was bound 
to know about the statement on page 17 of your opinion, and also 
Ebasco would be bound to know about that, wouldn’t they, to the 
effect that these public purposes will be realized without expense to 
the United States? 

Mr. Kuyxenpautu. Well, I don’t know about Ebasco, but I don’t 
see how Idaho Power Co. could possibly have failed to read that 
opinion closely, or possibly could have failed to read the briefs before 
the Supreme Court and the court of appeals. 

Senator Keravuver. Don’t you think that if they are going to act 
in good faith before you, there is some obligation to advise you that 
this statement could no longer stand up in the light of what they 
were subsequently doing at ODM? 

Mr. Kuykenpau. Well, I would rather leave it up to you to judge 
the matter of good faith. We are here to give you the facts. 

Senator Keravuver. Do you have a right to cancel licenses where 
people have withheld information, or have misrepresented in the case 
of fraud or deception ? 

Mr. Kuyxenpatt. I think we would be if there had been a material 
fraud or deception. The question would be whether this was a ma- 
terial fraud or deception. 

Senator Keravuver. Is it not material whether they are going to get 
$85 million as against nothing from the taxpayers or from the Treas- 
ury ¢ 

Mr. Kuykenpauu. The project is still as feasible as it ever was, in 
fact it is probably more feasible with this amortization, so far as 
the company is concerned. 

Senator Kerauver. You said if it is relevant and material that you 
might have the right to cancel where they make a representation and 
you find, in your opinion as you put in your brief to the Supreme 
Court, that it is going to be without its cost to the United States 
Government and they take a contrary position without revealing that 
to you, isn’t that a material withholding of information ? 

Mr. Kuyxenpuu. Well, Senator, I am sure you don’t want me to 
indicate or prejudge any action the Commission might take in that 
regard. I don’t believe I should discuss that. 

Senator Kerauver. I realize that you don’t want to recite a case 
here. You can only do that when a petition is filed for you. But 
I think it is fair to ask you whether this difference between nothing or 
$85 million is a material item. 
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Senator Witey. You don’t want to put him in the position where 
he has got to disqualify himself when the matter comes to court. 

Senator Kerauver. That is right. 

You said, Mr. Kuykendall, and you other gentlemen said that you 
didn’t talk with anybody in the Government about this matter, that 
you didn’t talk with the ODM or anybody in Government. Did you 
talk with any people outside of Government ? 

Mr. KuyKenpauu. No; I had no knowledge of it, no thought of it. 

Senator Keravuver. It just wasn’t anything you expected to take 
place? 

Mr. Kuyxenpatu. That is right. 

Senator Kerauver. Are there any more questions on this issue right 
here? 

Senator Wiley ? 

Senator Wirzy. No. 

Senator Krerauver. I wanted to see if I could get one thiig cleared 
up while we are here, Mr. Kuykendall. You have been very coopera- 
tive. When was the announcement made of the granting of the license 
for the Idaho Power Co. ? 

Mr. Kuyxenpauu. It is shown on the cover of the opinion and 
order issuing the license. In early August, 1 believe, of 1953. 

Senator Kerauver. July 27, 1955, is that correct ? 

Mr. Kuyxenpbat.. I believe that is the date. 

Senator Krerauver. That is the date you meant? 

Mr. Kuykenpa. The date we finally decided it and approved in 
very rough draft our opinion and order, July 27. 

Senator Kerauver. You had a meeting on July 27, and decided it, 
and had gotten up a rough draft on that date, is that correct? 

Mr. KuyKkenpauu. Well, we had been working on it and had var- 
ious rough drafts, and on the 27th, we made further changes in the 
drafts we had and settled on this final draft and approved it to be 
issued, 

Senator Kerauver. Then when did you make your announcement 
of it, Mr. Kuykendall ? 

Mr. KuyKxenpauu. Apparently it was made on August 4, that is 
the date the cover of the opinion and order shows that it was issued. 

Senator Wier. 1955? 

Mr. Kuykenpauu. Yes, 1955. 

Senator Krerauver. Mr. Kuykendall, there has been considerable 
talk, and pon might say some criticism of the Federal Power Com- 
mission, that whereas you had decided this on July 27, 1955, you 
didn’t announce it until August 4, 1955, the date after the adjournment 
of the Congress. Can you explain that? 

Mr. Kuyxenpatu. Yes, I can. And I am thankful that you have 
afforded me a forum in which to explain that. 

Senator Witzy. You mean you are glad of the opportunity? 

Mr. KuyKenpatu. Yes, Senator. , 

_ The opinion was in no shape to be issued on the 27th, because it was 
in rough draft with changes and deletions and interlineations and 
what not. We wanted to be very careful to do anything we could 
ie our power to avoid a leak. So we asked Mr. Mason, who is 
1ere—— 
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Senator O’Manoney. That is an interesting word, Mr. Chairman. 

Mr. Kuyxenpauu. To supervise the mimeographing of our opinion. 
And Mr. Mason could tell you what all hedid. But I do recall that he 
was instructed to work privately and not let any papers be out where 
anyone else could see them. 

Mr. Mason worked alone with one girl. And there was a weekend 
intervening. Almost invariably there is a lag between the time we 
adopt an order and the time we get it issued. And it is not unusual 
at all. There is a 6-working-day lag here, 1 think. But that is not 
out of the ordinary a bit. Mr. Mason can tell you the precautions he 
went to which did add some delay. 

Senator Kerauver. Mr. Kuykendall, the issue is a very explosive 
one in Congress. There has been a great deal of discussion about it. 
You decided the matter on July 27, you issued the license on August 4, 
1 day after Congress had adiounied. Could you not have announced 
it while Congress was still here and in a position to do something 
about it if it wanted to? Could you not have stated that you had 
decided upon the order, to grant the license, even though you hadn’t 
finally prepared the order ? 

Senator Witey. You are complimenting Congress. At that time, 
July 27, do you think we could have paid much attention to what they 
were doing down there ? 

Senator Keravver. We might not have adjourned if we had known 
what had been done. 

Senator Wiutey. Maybe they would have had a little consideration 
for some of us. 

Senator Kerauver. In other words, why didn’t you go on and an- 
nena the decision you had arrived at before Congress got out of 
town ¢ 

Mr. Kuykenpatu. Well, we just have a policy of not leaking and 
not announcing beforehand. It would have just been unsatisfactory 
to make an announcement of this without having the opinion and 
findings and order available for interested people to see. We could 
hardly make an announcement that would be informative without 
making it about as long as the opinion and findings and order are. 
We have never done that, to my knowledge, I know we haven’t since I 
have been there. And I don’t think the Commission has ever done 
that. We make an announcement by issuing the document just like a 
court does. 

Senator Keravuver. You don’t think there is anything unusual about 
the adjournment of Congress on the day before you released your 
announcement ¢ 

Mr. KuyKeNnpatu. No, there isn’t. 

Senator Keravuver. Did you talk that over with any policymakers 
in the Government ? 

Mr. Kuyxenpatt. I absolutely did not. I didn’t talk it over with 
anyone—I didn’t talk over the case with anyone except the Commis- 
sion, and I consulted with no one outside the Commission about date 
of issuance or any phase of that. 

Senator Keravver. Is there anything you want to add to that. 
Mr. Mason? You were referred to. 

Mr. Mason. No, sir, other than to say that what the Chairman has 
said as to my working on it is correct. I did work on it, I did work 
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under the conditions that he described. There were many figures 
and statements in the opinion and order, it is in great detail, it is a 
document that is issued for 50 years. And even when we don’t have 
a hearing and have a noncontroversial case there is a considerable 
time required to check all these facts back against the record to be 
sure that they are accurate. I worked on this personally on the 28th 
and 29th, I did not work on it over the weekend, however, I had 
worked some weekends previously. We went back to work on it 
Monday morning with a single girl, doing the checking and the cor- 
recting and cutting the stencils finally to be run off, and the decision 
to my knowledge was issued just as soon as it was physically possible 
to complete those stencils and have it run off and distributed. 

Senator Kerauver. Mr. Kuykendall, I call your attention to your 
testimony before Subcommittee No. 1 of the Small Business Commit- 
tee of the House on July 28, 1955, at page 603, 1 day after the Com- 
mission had met and decided upon the action it was going to take, 
On that page, there is a series of questions and answers. Mr. Mac- 
Intyre a how recently had you been considering that matter in 
the Federal Power Commission—this is referring to the issuance of 
the license. 


Mr. KUYKENDALL. We have had it under advisement since July 6, when the 
arguments were considered. 


Mr, MacIntyre. Considering it from day to day? 


Mr. KUYKENDALL. Well, we don’t meet on it every day, the Commission meets 
and we consider that. We have other matters before us too. 


Mr. MacIntyre. What was the date of the last meeting at which the Com- 
mission considered the matter. 


Mr. KUYKENDALL. I don’t think it proper for me to divulge what the Com- 
mission is doing in consideration of any individual case which is before it, any 
more than a court should divulge those things. 

Mr. Evans. The question will be withdrawn. 

Mr. MacInyre. You have been asked by a number of Representatives of the 


United States Congress to advise them before any action is taken on this matter, 
I believe, have you not? 


Mr. KUYKENDALL. We got a letter from a number of Senators asking us to 
withhold decision until Congress had an opportunity to act on the bills per- 
taining to Hells Canyon, which were before it. 

Mr. Macintyre. Is it your opinion that that will be done? 

Mr. KUYKENDALL. I repeat again, I do not think it is proper for me to discuss 
action on a matter that is before the Commission for decision. 

Now, twice there, Mr. Kuykendall, you said that the matter is 
before the Commission for decision, That was on the day after you 
had decided that 

Mr. Kuyxenpaty. Well, under our rules and under principles of 
law a decision has no effect until it is issued. And we could have 
made—we could have reconsidered it, we could have made changes 
in the opinion after that meeting on the day before Mr. Evans’ hear- 
ing. I certainly was not going to tell that committee or tell anyone 
that the Commission had come to a decision on that case. It would 
only bring a swarm of newspaper reporters and curious people down 
there to try to find out what it was, and it might have made a leak 
develop. I think I acted properly. I kept my mouth shut about it. 
And there was no announcement until our opinion and findings and 
order were issued. And I think that is the way it should be. 

Senator Kerauver. After all, you are an arm of Congress, and 
being an arm of Congress, do you not feel a properly constituted 
facts about what its arm is doing? 
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Mr. Kuykenpau. Well, they are certainly entitled to know the 
facts, but I don’t think they are entitled to advance information on 
a decision in a case. 

Senator Keravuver. Why did you tell Congressman Evans that the 
matter is still before the Commission for decision when it had already 
been decided ¢ 

Mr. Kuyxenpatt. As I say, I wasn’t going to tell him that; no, 
we decided that yesterday. What I said are the words that first 
came to me. However, I have checked that language long ago with 
our General Counsel, Mr. Gatchell. And he tells me that that is a 
legally proper and an honest answer to the question. I was giving 
no information. It was pending because all matters are pending 
before us until we issue the decision. 

Senator Kerauver. It would have been very easy just to have said, 
“T don’t want to talk about it,” rather than to say that it is before 
you for a decision, when as a matter of fact it had already been 
decided. 

Mr. KuyKenpauu. Well, in that situation I realized that I couldn’t 
hesitate and hem and haw, because I would probably tip off the fact 
that it was decided, and I thought that would be highly improper 
to do. I gave that answer promptly. I still think it is an honest, 
truthful, and proper answer. And my main concern was I was not 
to divulge the fact that it had been decided or what the decision was. 

I might add this, that the day that decision came out, or the next 
day, wihin 24 hours, Idaho Power’s stock went up 10 percent. I 
wasn’t going to give any tipoffs to anybody to make an easy killing 
on the market. 

Senator Kerauver. You don’t think this is misleading the com- 
mittee of the House? 

Mr. Kuyxenpatt. No, I don’t. And my General Counsel backs 
me up on that, because I checked it with him when I first found 
criticism was being made to that answer. And I repeat, if had to 
do it again, I would not tell that committee that we had decided that 
case the day before, or any committee that we had decided a particular 
case at any time. 1 would wait for the opinion and order and findings 
to speak for themselves. 

Senator Keravuver. I see now that if you didn’t want to give the 
committee the facts, if you weren’t going to testify about it, you 
could have said you weren’t going to give any information about the 
matter, that you weren’t going to discuss it. What worries me is 
that the day after you decided it, you said it was still before you for 
decision. 

Mr. Kuyxkenpati. It was. We could have revised it or recon- 
sidered it, even reversed completely that decision before it went out. 
Now, it is true that we came to a final decision the day before, and 
we didn’t change it. And that is the way it went out. 

Senator Kerauver. You could reverse it today as far as that is 
concerned, couldn’t you ? 

Mr. Kuyxenpatu. I don’t know about that. 

Senator Kreravuver. You have got a right to reopen the case and 
change your decision at any time, I take it, upon the facts being pre- 
sented to justify it. 

You are talking about the stock going up after the decision was 
announced. We are going to bring at axe one of these days that 
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when Mr. Gray decided to issue this rapid tax amortization award, 
he told Ebasco a week before the orders were signed to officialize the 
promissory notes, and 1 week before they informed the public, for 
some strange reason, and while you didn’t know about it, Ebasco 
knew about it, and there was a very tremendous activity and increase 
in the price of the Idaho stock then. 

Mr. Kuyxenpbatt. I wasn’t aware of that fact. But I am thankful 
that there was no such instance in regard to our issuing this opinion. 
There was no activity in the stock market, as I recall, in that instance, 
until the opinion was out for everyone to see and a proper announce- 
ment had been made. 

I might add, Senator, that next Tuesday I am asked to come before 
Senator Jackson’s subcommittee, which has been investigating a leak 
at the CAB. And I agree with him that there should not be leaks, 
and we should all do everything we can to prevent them. And that 
is what I was endeavoring to do in my testimony before Congressman 
Evins. 

Senator Kerauver. Senator O'Mahoney, any questions? 

Senator O’Manonry. I don’t know whether your attention was 
called, Mr. Kuykendall, to the fact that Robert Smith, a Washington 
correspondent for the Portland Oregonian, in a series of stories pub- 
lished in that newspaper, gave you credit for outmaneuvering Secre- 
tary Seaton. 

Mr. Kuykxenpnauu. Yes. I didn’t read the series, but I-read one 
article on that. 

Senator O’Manoney. It has been published in the Congressional 
Record. I think you ought to have the opportunity of making a 
comment on it here. This is entitled, “How Kuykendall Outmaneu- 
vered Seaton,” and it is in the Congressional Record for Wednesday, 
May 29, on page 7241: 

WaASHINGTON.—A relatively unknown Olympia attorney 4 years ago, James K. 
Kuykendall, has now—— 

Mr. KuyKenpDauu. He got my first name wrong. 

Senator O’Manonry. Maybe he had the description wrong too. 

Mr. Kuykenpatt. I would accept that. 

Senator O’Mauoney. All of us in public life, in Congress and out- 
side, must expect to have adjectives both kind and unkind used about 
us— 


has now emerged as a formidable figure in the Eisenhower administration as 
Chairman of the Federal Power Commission. He has demonstrated his polit- 
ical muscle successfully mousetrapping a member of the President’s Cabi- 
net on what was probably the most significant decision for the Pacific North- 
west since the administration backed away from a high Hells Canyon Dam. In 
a test of strength with Secretary of the Interior, Fred A. Seaton, over a proposal 
for a high Pleasant Valley Dam, Kuykendall has won hands down by getting the 
White House to take his side. There will be no high Pleasant Valley Dam, it 
now appears certain. When Seaton shot off a strong letter to Kuykendall many 
weeks ago asking for a delay in the FPC action on the application of the Pacific 
Northwest Power Co., Kuykendall took his protest straight to Sherman Adams, 
President Eisenhower's chief of staff. 


Then it goes on to certain other matters that are not altogether rele- 
vant here, but they are in the record. If you want them, that is all 


right, but I will skip them until we come to this part of them. 
Mr. Koyxennau. No. 
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Senator O’Manoney (reading) : 


So when Kuykendall showed up with Seaton’s strong letter in behalf of the 
high dam, the White House heavily blue-penciled it, deleting the heart of his 
proposal. To avoid any public reversal of a Cabinet member, he was per- 
mitted to send a letter which could easily be ignored. 

Then in a following story there appeared under the name of Rob- 
ert Smith this paragraph: 


Seaton drafted the letter to the FPC Chairman, Jerome K. Kuykendall— 


he changes it this time. 

Mr. Kuykenpa.u. He got it right that time. 

Senator O’Manonry feeiiions : 
to carry out his expressed intention to act on behalf of a high dam. Kuykendall 
was apprised of the contents of Seaton’s letter, and went to the White House 
to protest this action to the Interior Secretary. 

Of course, you used the work “leak” just as I was coming into the 
room. I have known of leaks in the committees of Congress. I have 
known of Presidents who wouldn’t make any announcement to Mem- 
bers of Congress about a bill that was going to be sent up with the de- 
sire to be an administration bill for fear there might be a leak from 
Congress. I know that some of the boards and commissions do have 
great caution to prevent leaks. I have no thought of intimating that 
any leaks are made here, Mr. Kuykendall. But I do feel that this 
record ought to be made clear upon this matter of association. with 
respect to policy between the White House and the Federal Power 
Commission through the Chairman. 

Mr. KuyKenpatu. Well, I never got any letter, never saw any 
letter from Mr. Seaton that asked us to stop the hearing. I never 
have talked to Sherman Adams about this matter. I don’t operate 
that way. If I had something to take up about it, I would have 
gone directly to Seaton. 

Senator O’Manoner. Do you wish the committee to understand 
that these statements by A. Robert Smith are not correct ? 

Mr. Kuyxenpatu. Well, he perhaps has some statements in 
there—— 

Senator O’Manonery. You mean the statement I have quoted? 

Mr. Kuyxenpatu. But what he says about Seaton writing a letter 
which requested us to delay the proceedings, and that I took the 
letter back to the White House and got it blue-penciled, and one 
thing and another, that is not true, because I never saw or got any 
letter that asked us to delay those proceedings. 

Senator O’Manoney. There is a report of the Senate Committee 
on Interior and Insular Affairs, Report No. 324, on the construction, 
operation, and maintenance of the Hells Canyon Dam on Snake 
River, between Idaho and Orgeon, which contains on pages 26 and 
27 the following statements, which, I understand, are carefully pre- 
pared and represent factual material. The first quotation that I will 
read is as of September 1956: 

The Secretary of the Interior instructed the Bureau of Reclamation to pre- 


pare a report on the possibility of building a high dam at the Pleasant Valley 
site, which would flood the Hells Canyon site up to the Oxbow site. 


January 20, 1957: 


The Secretary of the Interior on a nationwide television show announced his 
intention to ask the FPC to hold up action on the Mountain Sheep-Pleasant 
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Valley application, pending completion of the Bureau’s study of the high Pleasant 
Valley project. 


February 14, 1957: 


The Secretary of the Interior wrote to the Chairman of the Federal Power 
Commission, informing him of the Bureau’s study of the high Pleasant Valley 
Dam, citing the “need for development of additional flood-control capacity in the 
Snake River Basin.” He did not request any delay in the current proceedings, 


but offered to inform the FPC of the results of the Bureau’s study when they 
were available. 


March 14, 1957: 


The Secretary of the Interior announced in a press interview his continued 
firm opposition to the Hells Canyon Dam, but stated that he hoped the Federal 
Power Commission would “honor our request for a reasonable time within 
which to complete the study of the Pleasant Valley Dam.” 


March 20, 1957: 


The Chairman of the Federal Power’s Commission, in reply to a letter of Sena- 
tor Anderson, chairman of the Irrigation and Reclamation Subcommittee of the 
Senate Interior Committee, stated: “The Commission does not consider that 
letter of February 14, 1957, from the Secretary of the Interior has any legal 
effect substantively or procedurally in the proceedings on the application of* 
Pacific Northwest Power Co. for its Mountain Sheep-Pleasant Valley license.” 
He added that the Commission did not intend to alter in any way its usual 
procedure in this case. In the normal course of events, a decision of FPC could 
be expected in the summer or early fall of 1957. 

Does that represent an accurate statement ? 

Mr. Kuykenpa.t, Those parts that I know about, involving me, 
are true, except that the quotation of the letter to Senator Anderson is 
just in part. We also told Senator Anderson that that did not mean 
that we were going to decide that case on an unsufficient record. AndI 
will say that again; that I am sure the Commission is not going to do 
it. What we are concerned about here is maintaining our own dig- 
nity, our own integrity, and our own freedom of action. And we 
don’t believe that anyone should try to disparage that. And it would 
be deemed highly improper for the other persons, for instance, other 
outsiders, say, private parties, to have prevailed upon us at that iate 
date to open up the record. The hearing had been completed; the 
matter was in the hands of the examiner, and we felt that the case 
should proceed in the normal way. And now, I don’t mean to have 
anything that has been said interpreted as to what would be the out- 
come of that case. It could be that it will be found there is insufficient 
evidence. Or I might point this out, which is well known to every- 
one, without commenting on the fact, the staff 

Senator O’Manoney. I have no disagr eement with the position you 
are taking. I am merely trying to discover what was the effect of this 
letter, and if it was received. The statement as of February 14 is: 

The Secretary of the Interior wrote to the Chairman of the Federal Power 
Commission, informing him of the Bureau’s study of the high Pleasant Valley 
Dam, and citing the need for the development of additional flood-control capacity 
in the Snake River Basin. 

You received such a letter? 

Mr. Kuykenpau. Yes: I did, and I assume the date is correct. 

Senator O’Manoney. Yes. ‘This is the letter to which you were re- 
ferring in your letter to Senator Anderson ? 

Mr. KuyKenpaxt. Yes. 
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Senator O’Manoney. Under date of March 20, in which you advised 
Senator Anderson— 


the Commission does not consider that the letter of February 14, 1957, from the 
Secretary of the Interior has any legal effect substantively or procedurally in the 
proceedings on the application. 

That is the letter that you quote? 

Mr. Kuyxenpauu. Yes, and I think that is correct; I still think it is 
correct. 

Senator O’Mauoney. In this report the statement is made that the 
Secretary of the Interior in his letter of February 14 did not request 
any delay. Is that correct? 

Mr. Kuyxenpatu. That is the way we construed the letter, and that 
is what we said in the letter to Senator Anderson; that we did not 
construe—— 

Senator O’Manoney. It was for that, reason that you so construed 
it; for the reason that it did not make a request for delay ? 

Mr. KuyKenpaiz. Well, even if he made a request for delay, it 
,would be up to us to determine whether we, in our judgment, were 
going to reopen that record or not. Now, we decided not to reopen 
the record. And, of course, there was no request for us to doit. But 
I want to reiterate that that letter to Senator Anderson also said 
that that should not be construed as meaning that we would decide 
that case on insufficient evidence. 

Senator O’Manonry. Perhaps you would like to put the entire 
contents of the letter of Senator Anderson in the record ¢ 
: Mr. Kuykenpatu. I would be happy to, I don’t think we have it 

ere. 

Senator Krravuver. If you will supply it, we will put it in the record. 

Mr. KuyKenpatu, All right. 

Senator O’Manoney. Mr. Chairman, it was pointed out to me that 
this letter is in the Hells Canyon hearings at page 345. 

Senator Keravver. Then it can be put in the record at this point. 

(The letter referred to is as follows :) 


FEDERAL PowER CoMMISSION, 
Washington, March 20, 1957. 
Subject : Project No. 2173, Pacific Northwest Power Co. 
Hon. CLINTON P. ANDERSON, 
Chairman, Subcommittee on Irrigation and Reclamation, 
United States Senate, Washington, D. C. 


Dear SENATOR ANDERSON: This is in response to your letter of March 16, 1957, 
concerning the letter dated February 14, 1957, from Secretary of the Interior 
concerning the Pleasant Valley site on the Snake River and requesting answers 
to the following questions: 

1. What do you consider to be the legal effect of the February 15 letter from 
the Secretary of the Interior to you, both substantively and procedurally ? 

2. In the light of the Secretary’s letter and his proposed restudy, does the 
Commission intend to alter in any way its normal course of procedure in handling 
oe Mountain Sheep-Pleasant Valley application of the Pacific Northwest Power 

0.? 

Apparently, your reference to a letter from the Secretary of the Interior 
dated February 15, 1957, is to an undated letter attached to a press release by 
the Department of the Interior dated February 15, 1957, which letter is a copy 
of the Secretary’s letter transmitted to the Commission under date of Feb- 
ruary 14, 1957. 

As indicated in your letter, the Secretary of the Interior has made reference 
to a possible need for more storage in the middle Snake River than the pro- 
posed dams applied for by the Pacific Northwest Power Co., would provide. 
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The question of adequate storage was one of the principal subjects explored at 
the hearing held on the application of the Pacific Northwest Power Co., for 


its proposed Mountain Sheep and Pleasant Valley development (project No. 
2173). 


The hearing on the application was held according to normal procedure under 
the Federal Power Act and the Administrative Procedure Act. As further 


indicated in your letter, the Secretary of the Interior has not requested that 
the Commission depart from normal procedure. 

In specific response to your first question, the Commission does not consider 
that the letter of February 14, 1957, from the Secretary of the Interior has 
any legal effect, substantively or procedurally, in the proceeding on the appli- 
cation for license for project No. 2173. In response to the second question, the 
Commission also respectfully states that it does not intend to alter in any way 
its normal course of procedure in handling the Mountain Sheep-Pleasant Valley 
application of the Pacific Northwest Power Co. 

The foregoing does not mean that the Commission would decide the matter 
on an inadequate record if such should be the case. In any event, the matter 


is now before the presiding examiner pursuant to the provisions of the Admin- 
istrative Procedure Act. 
Sincerely yours, 


JEROME K. KUYKENDALL, Chairman. 


Mr. Kuyxenpatu. If I may read the last paragraph of that into 
the record : 


The foregoing does not mean that the Commission would decide the matter on 
an inadequate record, if such be the case. In any event, the matter is now 


before the presiding examiner pursuant to the Administrative Procedure Act. 
Sincerely yours, 


JEROME K, KUYKENDALL, Chairman. 


Senator O’Manoney. As I understand your testimony, Mr. Kuyken- 
dall, it is that you have had no conference whatsoever on your initia- 
_ or the initiative of Sherman Adams in the letter with respect to 
that? 

Mr. Kuyxkenpa... It is true, I never talked with Sherman Adams 
about the letter or Mountain Sheep or Pleasant Valley. 

Senator O’MAuoney. I want to say for the record, Mr. Kuykendall, 
that I admire the statement that you have made here, that it was your 
purpose to protect the integrity and the judicial impartiality of the 
Commission by what you have done. I thank you for your answers. 

Mr. KuyKENDALL. Thank you, Senator. 

Senator Kerauver. Senator Dworshak, you have been faithful in 
attendance here today, don’t you have some questions? 

Senator DworsHak. No questions. 
aoe Keravver. Is there anything that you gentlemen want to 
add? 

Mr. Rainwater, have you any more information here for us? 

Mr. Rarnwarer. Yes, you asked me to review this application, 
which I have done. 

Senator Kerauver. You mean the application for permission to 
issue a $40 million promissory note? 

Mr. Rarnwater. Yes. I am unable to find any reference in the 
application to this matter of this accelerated amortization certificate. 

senator Keravuver. I think the record shows that there is nothing 
in it in that connection. 

We thank you very much, and we will appreciate the compilation of 
this other information. 

Mr. KuyKxenpati. We will send you everything you asked for as 
speedily as we can. 
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(The information referred to follows:) 


FEDERAL PowER COMMISSION 


TERMS AND CONDITIONS OF LICENSE FOR UNCONSTRUCTED MAJOR PROJECT AFFECTING 
NAVIGABLE WATERS AND LANDS OF THE UNITED STATES 


DECEMBER 15, 1953. 

Article 1—The entire project, as described in the order of the Commission, 
shall be subject to all the provisions, terms, and conditions of the license. 

Article 2.—No substantial change shall be made in the maps, plans, specifica- 
tions, and statements described and designated as exhibits and approved by the 
Commission in its order as a part of the license until such change shall have 
been approved by the Commission: Provided, however, That if the licensee or 
the Commission deems it necessary or desirable that said approved exhibits, or 
any of them, be changed, there shall be submitted to the Commission, for ap- 
proval, amended, supplemental, or additional exhibit or exhibits covering the 
proposed changes which, upon approval by the Commission, shall become a part 
of the license and shall supersede, in whole or in part, such exhibit or exhibits 
theretofore made a part of the licens as may be specified by the Commission. 

Article 3.—Said project works shall be constructed in substantial conformity 
with the approved Exhibits referred to in article 2 herein or as changed in ac- 
cordance with the provisions of said article. Except when emergency shall re- 
quire for the protection of navigation, life, health, or property, no substantial 
alteration or addition not in conformity with the approved plans shall be made 
to any dam or other project works under the license without the prior approval 
of the Commission; and any emergency alteration or addition so made shall 
thereafter be subject to such modification and change as the Commission may 
direct. Minor changes in the project works or divergence from such approved 
exhibits may be made if such changes will not result in decrease in efficiency, 
in material increase in cost, or in impairment of the general scheme of devel- 
opment; but any of such minor changes made withont the prior approval of the 
Commission, which in its judgment have produced or will preduce any of such 
results, shall be subject to such alteration as the Commission may direct. The 
licensee shall comply with such rules and regulations of general or special 
applicability as the Commission may from time to time prescribe for the protec- 
tion of life, health, or property. 

Article 4.—The construction, operation, and maintenance of the project and 
any work incident to additions or alternations, whether or not conducted upon 
lands of the United States, shall be subject to the inspection and supervision of 
the regional engineer, Federal Power Commission, in the region wherein the proj- 
ect is located, or of such other officer or agent as the Commission may designate, 
who shall be the authorized representative as the Commission for such purposes. 
The licensee shall furnish to said representative such information as he may 
require concerning the construction, operation, and maintenance of the project, 
and of any alteration thereof, and shall notify him of the date upon which work 
will begin, and as far in advance thereof as said representative may reasonably 
specify, and shall notify him promptly in writing of any suspension of work 
for a period of more than 1 week, and of its resumption and completion. The 
licensee shall allow him and other officers or employees of the United States 
showing proper credentials, free and unrestricted access to, through, and across 
the project lands and project works in the performance of their official duties. 

Article 5—Upon the completion of the project, or at such other time as the 
Commission may direct, the licensee shall submit to the Commission for ap- 
proval revised maps, plans, specifications, and statements insofar as necessary 
to show any divergence from or variations in the project area and project 
boundary as finally located or in the project works as actually constructed when 
compared with the area and boundary shown and the works described in the 
license or in the maps, plans, specifications, and statements approved by the 
Commission, together with a statement in writing setting forth the reasons which 
in the opinion of the licensee necessitated or justified variations in or divergence 
from the approved maps, plans, specifications, and statements. Such revised 
maps, plans, specifications, and statements shall, if and when approved by the 
Commission, be made a part of the license under the provisions of article 2 
hereof. 

Article 6.—For the purpose of determining the stage and flow of the stream 
or streams from which water is to be diverted for the operation of the project 
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works, the amount of water held in and withdrawn from storage, and the effec- 
tive head on the turbines, the licensee shall install and thereafter maintain such 
gages and stream-gaging stations as the Commission may deem necessary~and 
best adapted to the requirements; and shall provide for the required readings of 
such gages and for the adequate rating of such stations. The licensee shall also 
install and maintain standard meters adequate for the determination of the 
amount of electric energy generated by said project works. The number, char- 
acter, and location of gages, meters, or other measuring devices, and the method 
of operation thereof, shall at all times be satisfactory to the Commission and 
may be altered from time to time if necessary to secure adequate determinations, 
but such alternation shall not be made except with the approval of the Commis- 
sion or upon the specific direction of the Commission. The installation of gages, 
the ratings of said stream or streams, and the determination of the flow thereof, 
shall be under the supervision of, or in cooperation with, the district engineer of 
the United States Geological Survey having charge of stream-gaging operations 
in the region of said project, and the licensee shall advance to the United States 
Geological Survey the amount of funds estimated to be necessary for such super- 
vision or cooperation for such periods as may be mutually agreed upon. The li- 
censee shall keep accurate and sufficient record of the foregoing determinations 
to the satisfaction of the Commission, and shall make return of such records 
annually at such time and in such form as the Commission may prescribe. 

Article 7.—So far as is consistent with proper operation of the project, the 
licensee shall allow the public free access, to a reasonable extent, to project 
waters and adjacent project lands owned by the licensee for the purpose of full 
public utilization of such lands and waters for navigation and recreational pur- 
poses, including fishing and hunting, and shall allow to a reasonable extent for 
such purposes the construction of access roads, wharves, landings, and other 
facilities on its lands the occupancy of which may, in appropriate circumstances, 
be subject to payment of rent to the licensee in a reasonable amount: Provided, 
That the licensee may reserve from public access, such portions of the project 
waters, adjacent lands, and project facilities as may be necessary for the protec- 
tion of life, health, and property: And provided further, That the licensee’s con- 
sent to the construction of access roads, wharves, landings, and other facilities 
shall not, without its express agreement, place upon the licensee any obligation 
to construct or maintain such facilities. 

Article 8.—In the construction and maintenance of the project, the location and 
standards of roads and trails, and other land uses, including the location and 
condition of quarries, borrow pits, spoil-disposal areas, and sanitary facilities, 
shall be subject to the approval of the department or agency of the United States 
having supervision over the lands involved. 

Article 9.—Insofar as any material is dredged or excavated in the prosecution 
of any work authorized under the license, or in the maintenance of the project, 
such material shal] be removed and deposited so it will not interfere with navi- 
gation, and will be to the satisfaction of the district engineer, Department of the 
Army. in charge of the locality. 

Article 10.—In the construction and maintenance of the project works, the 
licensee shall place and maintain suitable structures and devices to reduce to a 
reasonable degree the liability of contact between its transmission lines, and tele- 
graph, telephone, and other signal wires or power transmission lines constructed 
prior to its transmission lines and not owned by the licensee, and shall also place 
and maintain suitable structures and devices to reduce to a reasonable degree 
the liability of any structures or wires falling and obstructing traffic and endan- 
gering life on highways, streets, or railroads. 

Article 11—The licensee shall make provision, or shall bear the reasonable 
cost, as determined by the agency of the United States affected, of making provi- 
sion for avoiding inductive interference between any project transmission line 
or other project facility constructed, operated, or maintained under the license, 
and any radio installation, telephone line, or other communication facility in- 
stalled or constructed before or after construction of such project transmission 
line or other project facility and owned, operated, or used by such agency of the 
United States in administering the lands under its jurisdiction. None of the 
provisions of this article is intended to relieve the licensee from any responsi- 
bility or requirement which may be imposed by other lawful authority for avoid- 
ing or eliminating inductive interference. 

Article 12.—The licensee shall clear such portions of transmission line rights- 
of-way across lands of the United States as are designated by the officer of the 
United States in charge of the lands; shall keep the areas so designated clear of 
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new growth, all refuse, and flammable material to the satisfaction of such of 
ficer ; shall trim all branches of trees in contact with or liable to contact the 
transmission line; shall cut and remove all dead or leaning trees which might 
fall in contact with the transmission line; and shall take such other precautions 
against fire as may be required by such officer. No fires for the burning of waste 
material shall be set except with the prior written consent of the officer of the 
United States in charge of the lands as to time and place. 

Article 13.—Timber on lands of the United States cut, used, or destroyed in 
the construction and maintenance of the project works or in the clearing of 
said lands shall be paid for in accordance with the requirements of and at the 
current stumpage rates applicable to the sale of similar timber by the agency of 
the United States having jurisdiction over said lands; and all slash and debris 
resulting from the cutting or destruction of such timber shall be disposed of as 
the officer of such agency may direct. 

Article 14.—The licensee shall do everything reasonably within its power and 
shall require its employees, contractors, and employees of contractors to do 
everything reasonably within their power, both independently and upon request 
of officers of the agency of the United States concerned, to prevent, make ad- 
vanced preparations for suppression, and suppress fires on lands occupied under 
the license. 

Article 15—Whenever the United States shall desire to construct, complete, or 
improve navigation facilities in connection with the project, the licensee shall 
convey to the United States, free of cost, such of its lands and its rights-of-way 
and such right of passage through its dams or other structures, and permit such 
control of pools as may be required to complete and maintain such navigation 
facilities. 

Article 16.—The licensee shall furnish free of cost to the United States power 
for the operation and maintenance of navigation facilities at the voltage and 
frequency required by such facilities and at a point adjacent thereto, whether 
said facilities are constructed by the licensee or by the United States. 

Article 17——The operation of any navigation facilities, which may be con- 
structed as a part of or in connection with any dam or diversion structure con- 
stituting a part of the project works, shall at all times be controlled by such 
reasonable rules and regulations in the interest of navigation, including the con- 
trol of the level of the pool caused by such dam or diversion structure, as may 
be made from time to time by the Secretary of the Army. Such rules and regu- 
lations may include the construction, maintenance, and operation by the licensee, 
at its own expense, of such lights and signals as may be directed by the Secretary 
of the Army. 

Article 18—The United States specifically retains and safeguards the right 
to use water in such amount, to be determined by the Secretary of the Army, 
as may be necessary for the purposes of navigation on the navigable waterway 
affected ; and the operations of the licensee, so far as they affect the use, storage, 
and discharge from storage of waters affected by the license, shall at all times 
be controlled by such reasonable rules and regulations as the Secretary of the 
Army may prescribe in the interest of navigation, and as the Commission may 
prescribe for the protection of life, health, and property, and in the interest of 
the fullest practicable conservation and utilization of such waters for power 
purposes and for other beneficial public uses, including recreational purposes; 
and the licensee shall release water from the project reservoir at such rate in 
cubic feet per second, or such volume in acre-feet per specified period of time, 
as the Secretary of the Army may prescribe in the interest of navigation, or as 
the Commission may prescribe for the other purposes hereinbefore mentioned. 

Article 19.—The licensee shall interpose no objection to, and shall in no way 
prevent, the use by the agency of the United States having jurisdiction over the 
lands of the United States affected, or by persons or corporations occupying lands 
of the United States under permit, of water for fire suppression from any stream, 
conduit, or body of water, natural or artificial, used by the licensee in the 
operation of the project works covered by the license, or to the use by said parties 
of water for sanitary and domestic purposes from any stream or body of water, 
natural or artificial, used by the licensee in the operation of the project works 
covered by the license. 

Article 20.—The licensee shall be liable for injury to, or destruction of, any 
buildings, bridges, roads, trails, lands, or other property of the United States, 
occasioned by the construction, maintenance, or operation of the project works 
or of the works appurtenant or accessory thereto under the license. Arrange- 
ments to meet such liability, either by compensation for such injury or destruc- 
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tion, or by reconstruction or repair of damaged property, or otherwise, shall be 
made with the appropriate department or agency of the United States. 

Article 21.—The licensee shall allow any agency of the United States, without 
charge, to construct or permit to be constructed on, through, and across the 
project lands, conduits, chutes, ditches, railroads, roads, trails, telephone and 
power lines, and other means of transportation and communication not in- 
consistent with the enjoyment of said lands by the licensee for the purposes 
stated in the license. This article shall not be construed as conferring upon 
the licensee any right of use, occupancy, or enjoyment of the lands of the United 
States other than for the construction, operation, and maintenance of the 
project as stated in the license. 

Article 22.—There is reserved to the appropriate department or agency of the 
United States, or of the State or county involved, the right to take over, maintain, 
and supervise the use of any project road as a public road after construction of 
the project works is completed. 

Article 23.—The actual legitimate original cost of the original project, and of 
any addition thereto or betterment thereof, shall be determined by the Com- 
mission in accordance with the act and the Commission’s rules and regulations 
thereunder. 

Article 24.—After the first 20 years of operation of the project under the 
license, 6 percent per annum shall be the specified rate of return on the net 
investment in the project for determining surplus earnings of the project for the 
establishment and maintenance of amortization reserves, pursuant to section 
10 (d) of the act; one-half of the project surplus earnings, if any, accumulated 
after the first 20 years of operation under the license, in excess of 6 percent per 
annum on the net investment, shall be set aside in a project amortization reserve 
account as of the end of each fiscal year, provided that, if and to the extent that 
there is a deficiency of project earnings below 6 percent per annum for any 
fiscal year or years after the first 20 years of operation under the license, the 
amount of such deficiency shall be deducted from the amount of any surplus 
earnings accumulated thereafter until absorbed, and one-half of the remaining 
surplus earnings, if any, thus cumulatively computed, shall be set aside in the 
project amortization reserve account; and the amounts thus established in the 
project amortization reserve account shall be maintained therein until further 
order of the Commission. 

Article 25.—-No lease of the project or part thereof whereby the lessee is 
granted the exclusive occupancy, possession, or use of project works for 
purposes of generating, transmitting, or distributing power shall be made with- 
out the prior written approval of the Commission; and the Commission may, 
if in its judgment the situation warrants, require that all the conditions of the 
license, of the act, and of the rules and regulations of the Commission shall be 
applicable to such lease and to such property so leased to the same extent as if 
the lessee were the licensee: Provided, That the provisions of this article shall 
not apply to parts of the project or project works which may be used by an- 
other jointly with the licensee under a contract or agreement whereby the li- 
censee retains the occupancy, possession, and control of the property so used 
and receives adequate consideration for such joint use, or to leases of land while 
not required for purposes of generating, transmitting, or distributing power, or 
to buildings or other property not built or used for said purposes, or to minor 
parts of the project or project works the leasing of which will not interfere 
with the usefulness or efficient operation of the project by the licensee for such 
purposes. 

Article 26.—The licensee, its successors and assigns, shall, during the period 
of the license, retain the possession of all project property covered by the license 
as issued or as later amended, including the project area, the project works, 
and all franchises, easements, water rights, and rights of occupancy and use; 
and none of such properties necessary or useful to the project and to the devel- 
opment, transmission, and distribution of power therefrom will be voluntarily 
sold, transferred, abandoned, or otherwise disposed of without the approvai 
of the Commission: Provided, That a mortgage or trust deed or judicial sales 
made thereunder, or tax sales, shall not be deemed voluntary transfers within 
the meaning of this article. In the event the project is taken over by the 
United States upon the termination of the license, as provided in section 14 
of the act, or is transferred to a new licensee under the provisions of section 15 
of the act, the licensee, its successors and assigns, will be responsible for and 
will make good any defect of title to or of right of user in any of such project 
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property which is necessary or appropriate or valuable and serviceable in the 
maintenance and operation of the project, and will pay and discharge, or will 
assume responsibility for payment and discharge, of all liens or incumbrances 
upon the project or project property created by the licensee or created or in- 
curred after the issuance of the license: Provided, That the provisions of this 
article are not intended to prevent the abandonment or the retirement from 
service of structures, equipment, or other project works in connection with 
replacements thereof when they become obsolete, inadequate, or inefficient for 
further service due to wear and tear, or to require the licensee, for the purpose 
of transferring the project to the United States or to a new licensee, to acquire 
any different title to or right of user in any of such project property than was 
necessary to acquire for its own purposes as licensee. 

Article 27.—The terms and conditions expressly set forth in the license shall 
not be construed as impairing any terms and conditions of the Federal Power 
Act which are not expressly set forth herein. 


Senator Krravuver. Thank you very much, gentlemen. 
The committee will stand in recess until further call. 


Whereupon, at 4:40 p. m., the committee adjourned, subject to the 
of the hair.) 
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WEDNESDAY, JUNE 5, 1957 


Untrep Sratres SENATE, 
SUBCOMMITTEE ON ANTITRUST AND Monopoty, 
OF THE COMMITTEE ON THE J UDICIARY, 
Washington, D. C. 

The subcommittee met, pursuant to call, at 10:10 a. m., in room 
424, Senate Office Building, Senator Estes Kefauver presiding. 

Present: Senators Kefauver (chairman) and Wiley. 

Also present: Paul Rand Dixon, counsel and staff director; Dr. 
John M. Blair, chief economist; Carlile Bolton-Smith, counsel to 
Senator Wiley; Peter Chumbris, counsel for the minority; Jerry 
O'Callaghan, legislative assistant to Senator O'Mahoney; Philip Lay- 
ton and George Clifford, attorneys. 

Senator Krravver. The committee will come to order. 

We have several witnesses this morning, so we will get started. 
Other Senators will be here shortly. In the meantime they are repre- 
sented by counsel and by able attorneys from their offices. 

This is continuation of hearings on the monopoly aspects of the 
rapid tax writeoff law, and the way it has been handled with partic- 
ular reference at this time to utilities which have a guaranteed income 
by regulation of the Federal Power Commission and the State regu- 
latory agencies. 

In the hearing this morning I think it is important to get several 
dates established that have been fixed by the testimony. They are of 
importance in connection with the issuance of Idaho Power Co.’s 
rapid amortization certificates under the license issued by the Federal 
Power Commission. 

We learn from the testimony of Mr. Gordon Gray, the present 
ODM Direetor who succeeded Dr. Fleming, that he was appointed, 
and, I believe, took office on March 14 of this year. He said he made 
up his mind about issuing two certificates for Brownlee and Oxbow 
to the Idaho Power Co. about April 10. April 10 is the last date that 
we have, and that is the time he fixed. He said that when he made up 
his mind, he informed—I assume the same day or the following day 
Mr. Wyckoff, who was his assistant, and Mr. Wyckoff made certain 
notes on a piece of paper: Adams, Bennett, Pyle, Morgan, and Per- 
sons, these being the President's assistants—Sherman Adams; the 
President’s Solicitor for the Interior Department, Mr. Bennett; Presi- 
dential assistant, Governor Pyle; the Presidential counsel, Jerry Mor- 
gan; and an assistant in the White House, Gen. Wilton Persons. It has 
not been established whether this information was given to them one by 
one, whether there was a meeting, or just how that was done, because 
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on that point Mr. Gray pleaded executive privilege as to the way he 
aan these gentlemen. 

Mr. Gray said that he had informed these five individuals, and their 
names are on the staff memorandum. Mr. Schooler also knew about 
the decision; Mr. Schooler being the gentleman who is head of the 
press at ODM in connection with the preparation of the press release. 
Of course, Mr. Wyckoff knew about it. 

The testimony further, is that the certificates were issued on April 
17; on that day they were signed by Mr. Sheppard. On April 17, 
Mr. Wyckoff said that, in pursuance of an understanding he had with 
Mr. McDonald, one of the representatives of Ebasco in the Wash- 
ington office, he called him on April 17, and told him to come by, 
that he had something for him. On April 18, Mr. McDonald appar- 
ently came by and picked up the certificates and receipted for them on 
that date. 

Mr. Gordon Gray held a press conference on April 25, at which time 
the announcement of the granting of the certificates was made public. 
The press release—they are apparently issued every 2 weeks, covering 
the certificates issued in that period—was put out on April 29. 

I received a number of letters which I think should be made a part 
of the record at this time. The first is a letter of June 3, 1957, from 
Mr. Lee W. Schooler, the information officer of ODM, to Mr. Clifford, 
of the staff, which says: 


In reply to your telephone request of May 31, 1957, concerning the press con- 
ference at which the Idaho Power certifications were announced by Gordon Gray, 
Director of the Office of Defense Mobilization, you are advised that the con- 
ference was held at 11 a. m., Thursday, April 25, 1957. 

The actual press release containing the list of all certifications for the 2-week 
period April 4 through April 17, including those of Idaho Power, was distributed 
to the press on April 26, 1957, for publication in morning newspapers on April 29, 
1957. 


Sincerely yours. 
(The letter referred to is as follows :) 


EXECUTIVE OFFICE OF THE PRESIDENT, 
OFFICE OF DEFENSE MOBILIZATION, 


Washington, D. C., June 3, 1957. 
Mr. Grorce CLIFFORD, 


Senate Judiciary Subcommittee on Antitrust and Monopoly, 
Washington, D. C. 

Dear Georce: In reply to your telephone request of May 31, 1957, concerning 
the press conference at which the Idaho Power certifications were announced 
by Gordon Gray, Director of the Office of Defense Mobilization, you are advised 
that the conference was held at 11 a. m., Thursday, April 25, 1957. 

The actual press release containing the list of all certifications for the 2-week 
period April 4 through April 17, including those of Idaho Power, was distributed 
to the press on April 26, 1957, for publication in morning newspapers on April 29, 
1957. 

Sincerely yours, 
LEE W. SCHOOLER, 
Information O ficer. 


Senator Krravuver. I have also received a letter of May 27, from 
Mr. Gus Norwood, the executive secretary of the Northwest Public 
Power Association, Inc., which Mr. Norwood asks be included in the 
record. He testified before the committee on the first day of our 
hearing, and this letter is further implementation of his testimony. It 
will be printed in the record, without objection. 
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(The letter referred to is as follows :) 


NORTHWEST PUBLIC POWER ASSOCIATION, INC., 
Vancouver, Wash., May 27, 1957. 
Senator Estes KEFAUVER, 
Senate Office Building. Washington, D. C. 


DeAR SENATOR KEFAUVER: In reviewing my testimony as presented May 17 
before the Antitrust and Monopoly Subcommittee relative to fast tax writeoffs, 
I find that the shortage of time and my preoccupation with the Cabinet Gorge 
Dam case led me to omit or to understate the much more ramified and com- 
pounded impact of accelerated amortization in respect to the Hells Canyon 
Dam. 

This association urges enactment of S. 555 to build the high Hells Canyon 
Dam and thereby achieve full, multiple-purpose development of the Middle 
Snake River with all power investment on a strictly self-liquidating basis so 
that the Federal loan funds are repaid within 50 years with interest. There 
is no Federal subsidy at Hells Canyon Dam. 

In contrast the action of ODM in granting the fast tax writeoffs to the 
Idaho Power Co. for the smaller, wasteful developments at Brownlee and 
Oxbow now clears up a long standing mystery. 

This mystery has been apparent in the recommended decision, of FPC 
Hxaminer Costello and in the final FPC order granting the license and involves 
this point: 

FPC in effect admits that even on a cream-skimming basis the smaller Idaho 
Power Co. dams will produce power at rates higher than 6 mills per kilowatt-hour, 
variously even up to 7.9 mills, and therefore such power will price itself out of 
the market, unless— 

Unless the Federal Government subsidizes the company by means of accelerated 
amortization. 

In my testimony I stated that the company could not have secured its $40 
million bank loan without accelerated amortization. I pointed out the remark- 
able coincidence that the certificate was announced the day after the bank loan 
was granted when obviously the loan depended on the certificate. I am morally 
convinced this is so. 

Thus the fast tax writeoff now provides the financial leverage need by that 
company to make its scheme of underdevelopment feasible. 

This in turn involves the monopoly issue. The company’s concern is to keep any 
Federal transmission lines, as from Hells Canyon Dam, out of its service area. 
Its construction of small subsidized dams would strengthen its monopolistic 
grip. 

From every point of view of the public interest the fast tax writeoffs has had 
an adverse effect on Snake River development. The obvious remedy is enact- 
ment of S. 555. 

It would be appreciated if this letter might be included with my testimony. 

Sincerely, 
Gus Norwoop, Ezvecutive Secretary. 

Senator Krravuver. Here is another letter from Mr. Norwood, dated 
May 28, 1957, which he asks to be printed in the record. It encloses 
proposals that have been submitted in the legislatures of the State 
of Washington and the State of Oregon, the purpose of which is to 
amend the law so as to require the benefits of fast writeoffs to be 
passed on to the consumers. This letter, with the proposed amend- 
ments, will also be printed in the record. 

(The letter referred to and attachments are as follows :) 


NORTHWEST PUBLIC POWER ASSOCIATION, INC., 
Vancouver, Wash., May 28, 1957. 
Hon. Estes KEFAUVER, 
Senate O fice Building, Washington, D. C. 


Dear SENATOR KEFAUVER: Enclosed are drafts of legislation for Oregon and 
Washington to require the benefits of fast tax writeoffs to be passed on to 
consumers. 

This is not a matter of public record and therefore you may wish to include 
these in the hearing record. 

Sincerely, 
Gus Norwoop, Executive Secretary. 
94133—57—pt. 1——-31 
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NORTHWEST PUBLIC POWER ASSOCIATION, 
Vancouver, Wash., March 20, 1957. 
‘Memo 
To: Mr. George Taylor, Director, Electric Consumers Information Committee. 
Subject: Accelerated amortization—Remedial State legislation. 
The following proposed amendment and an alternative have been prepared 
for Oregon and Washington to require deletion of amortized property from 


utility rate base. 
Sincerely, 
Gus Norwoon, Evecutive Secretary. 
LAWS OF THE STATE OF OREGON 
Amendment to section 112—4,134 
Add at end: 


“In any hearing on any rate or schedule of rates stating or establishing a new 
rate or schedule of rates, under section 112—4,134, or any hearing upon any 
issue of reasonableness of rates under sections 112-441 to 112-446, inclusive, or 
upon any appeal from any order of the commission [Commissioner] pursuant 
thereto, under sections 112-454 to 112-458 inclusive, only such taxes shall be 
allowed as operating expenses of the utility as have actually been paid to the 
proper taxing body or bodies for and during the period in which such operating 
expenses have been incurred, and under no circumstances shall any utility be 
permitted to claim as an operating expense any income taxes which have been 
excused, deferred, or otherwise reduced or remitted as a result of accelerated 
tax depreciation. In any such hearing, if it appears that accelerated deprecia- 
tion has been accrued for tax purposes, only such depreciation shall be allowed 
as operating expenses of the utility as has been found proper and adequate under 
section 112-417, and no accelerated depreciation for tax purposes shall be allowed 
as an operating expense for and during the period in which such operating ex- 
penses have been accrued. The utility shall bear the burden of showing pay- 
ment of such taxes and that no accelerated depreciation has been stated or 
claimed as an operating expense of the utility.” 


LAWS OF THE STATE OF OREGON 


Amendment to section 112—4.134 

Add at end— 

“In any hearing on any rate or schedule of rates stating or establishing a new 
rate or schedule of rates, under section 112-4.134, or any hearing upon any 
issue of reasonableness of rates under sections 112-441 to 112-446, inclusive, or 
upon any appeal from any order of the commission [Commissioner] pursuant 
thereto, under sections 112-454 to 112-458 inclusive, only such taxes shall be 
allowed as operating expenses of the utility as have actually been paid to the 
proper taxing body or bodies for and during the period in which such operating 
expenses have been incurred, and under no circumstances shall any utility be 
permitted to claim as an operating expense any income taxes which have been 
excused, deferred, or otherwise reduced or remitted as a result of accelerated 
tax depreciation. In any such hearing, if it appears that accelerated deprecia- 
tion has been accrued for tax purposes, all such depreciation shall be allowed 
as operating expenses of the utility only in the operating years in which ac- 
erued, and no accelerated depreciation for tax purposes shall be deferred to 
become an expense in subsequent years. All such accelerated depreciation shall 
be deducted from the utility’s rate base as and when accrued. The utility 
shall bear the burden of showing payment of such taxes, that no such acceler- 
ated depreciation has been stated or claimed as an operating expense of the 
utility in any year except that in which accrued, and that no rate base contains 
properties in whole or in part which have been depreciated under a certificate 
of accelerated depreciation, or any other plan or program permitting such 
depreciation.” 
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LAWS OF THE STATE OF WASHINGTON 


Amendment to section 80.04.350, so as to read as follows (amendatory matter 
italicized) : 


“80.04.350. Depreciation and retirement accounts. The commission may, after 
hearing, require any public service company to carry proper and adequate depre- 
ciation or retirement accounts in accordance with such rules, regulations, and 
forms of accounts as the commission may prescribe. The commission may from 
time to time ascertain and by order fix the proper and adequate rates of depre- 
ciation or retirement of the several classes of property of each company. Each 
company shall conform its depreciation or retirement accounts to the rates so 
prescribed, provided, that all such accounts shall be conformed to any accelerated 
depreciation accrued by any company for tax purposes. In fixing the rate of 
the annual depreciation or retirement charge, the commission may consider the 
rate and amount theretofore charged by the company for depreciation or retire- 
ment, provided, however, that under no circumstances shall any such company 
be permitted to accrue or charge thereafter any further or additional deprecia- 
tion, when accelerated depreciation has been accrued or charged for tag or other 
purposes for properties constructed under any certificate of accelerated depre- 
ciation or any similar program or plan.” 


LAWS OF THE STATE OF WASHINGTON 


Amendment to section 80.04.350, so as to read as follows (amendatory matter 
italicized) 


“80.04.350. Depreciation and retirement accounts. The commission may, after 
hearing, require any public service company to carry proper and adequate 
depreciation or retirement accounts in accordance with such rules, regulations, 
and forms of accounts as the commission may prescribe. The commission may 
from time to time ascertain and by order fix the proper and adequate rates of 
depreciation or retirement of the several classes of property of each company. 
Each company shall conform its depreciation or retirement accounts to the 
rates so prescribed, provided, that all such accounts shall be conformed to any 
accelerated depreciation accrued by any company for tax purposes. In fixing 
the rate of the annual depreciation or retirement charge, the commission may 
consider the rate and amount theretofore charged by the company for depre- 
ciation or retirement, provided, however, that under no circumstances shall any 
such company be permitted to accrue or charge thereafter as an operating 
expense any depreciation theretofore accrued or charged as accelerated tar 
depreciation in whole or in part for properties constructed under certificate of 
accelerated depreciation or any similar program or plan. 


Senator Kerauver. Now we have with us today Mr. C. R. McDonald 
and a Mr. W. B. Cosdon, of Ebasco. 

Will you gentlemen come around. 

Mr. Wyckoff, Mr. Parnell, Mr. Farrell, Mr. Schooler, and Mr. 
Sheppard of ODM are here also. Why don’t you gentlemen sit around 
the table so that if some matter comes up, we can call on you? 

We are honored also to have with us Mr. James E. Boone, of Reid 
& Priest, of New York City, who I believe represents Ebasco. 

Mr. Boone, do you want to present the witnesses, or so you have 
anything to say ? 
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STATEMENT OF WALTER B. COSDON, MANAGER, EBASCO SERVICES, 
INC., WASHINGTON, D. C.; ACCOMPANIED BY C. R. McDONALD, 
EBASCO SERVICES, INC., WASHINGTON, D. C., AND JAMES E. 
BOONE AND HARRY A. POTH, JR. (OF THE FIRM OF REID & 
PRIEST), ATTORNEY FOR EBASCO SERVICES, INC., NEW YORK, 
N. Y. 


Mr. Boonr. Mr. Walter B. Cosdon, Ebasco Services, has been sub- 
pene, and Mr. C. R. McDonald likewise has been subpenaed, and 

th are here. Mr. McDonald has presented his papers to the counsel 
for the committee. They have no statements to make at this time. 

Senator Keravuver. Thank you, Mr. Boone. 

As I understand, these are all the papers in the Washington office 
bearing upon these rapid tax certificates. 

Mr. Boonr. Senator, we worked on those papers last night. I think 
the papers we are Peenenn to you, as far as I know, are responsive 
to the subpena. There are other papers that I spoke to counsel about 
this morning, which are available to counsel if counsel wants to see 
them. But they are not typewritten papers, they are releases, news- 
paper clippings, and matters like that, but they are available to the 
committee. 

Senator Keravuver. Would it be satisfactory if Mr. Clifford, or 
counsel for the committee could, with Mr. McDonald or Mr. Cosdon 
or with you, go over the papers bearing on these tax certificates, to see 
whether they might be pertinent, in the light of the testimony ? 

Mr. Boonn. Yes, Senator. 

We followed that procedure in other matters, and we will follow it 
here. 

Senator Keravuver. Allright. We appreciate your cooperation, Mr. 
Boone. 

We will take Mr. McDonald first. 

You are C. R. McDonald; is that correct ? 

Mr. McDonatp. Yes, sir. 

Senator Kerauver. Mr. McDonald, what is your position in the 
Washington office of the Ebasco Services, Inc. ? 

Mr. McDona.p. Staff assistant, Senator. 

Senator Keravuver. You are the assistant to Mr. W. B. Cosdon? 

Mr. McDona.p. I am a staff assistant; I am not Mr. Cosdon’s assist- 
ant. Mr. Cosdon is manager of the Washington office. 

Senator Kerauver. Who are you assistant to; just to the general 
staff? 

Mr. McDonatp. Yes. 

Senator Krerauver. Where is the office here in Washington ? 

Mr. McDonaxp. At 1625 I Street NW. 

Senator Kerauver. How large an office is that, Mr. McDonald? 

Mr. McDonatp. I would describe it as a small office. We have our 
manager, 6 staff members, or 5 staff members, and the necessary secre- 
tarial personnel to carry out our work. 

Senator Krravuver. Do you have part-time consultants also who 
work through this office ? 

Mr. McDonatp. Not that I know of, Senator. 

Senator Keravuver. Is Leighton & Sherline associated with you in 
this work? 
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Mr. McDonap. Senator, I don’t know of the relationship between 
Ebasco and the firm of Leighton & Sherline. I don’t think I have 
jointly worked on anything with them. 

Senator Kreravuver. That is a question we will ask Mr. Cosdon. 

Mr. McDonaxp. Thank you, sir. 

Senator Krerauver. Mr. Cosdon, while we are on the subject, can 
you throw light on the relationship between Ebasco Services, Inc. 
and Leighton & Sherline? 

Mr. Cospon. Yes; I would be very glad to, Senator. 

The firm of Leighton & Sherline has for many years represented 
a number of clients in Washington, of which Ebasco Services has 
been one. The use that Ebasco has made of that particular firm has 
been mainly in regard to obtaining copies of FPC, SEC, and Depart- 
ment of Interior press releases in sufficient quantities so that desig- 
nated individuals in Ebasco who had expressed an interest could be 
kept advised of those particular matters. 

In that particular connection, Mr. Leighton, whom I am most 
familiar with, of that particular firm, and myself have a very close 
relationship with regard to various matters that I may want to seek 
his counsel and advice on. 

But I might add, Senator, that over the years my contacts with 
Mr. Leighton, because he is dearly loved by myself, have been more 
or less of a friendly nature, rather than asking him to do anything 
specifically with regard to any particular problems that I might have 
been working on. 

Senator Krerauver. Thank you, Mr. Cosdon. 

As I understand it, Mr. Cosdon, Leighton & Sherline represent 
Ebasco, or Ebasco’s clients, in certain matters from time to time; is 
that right? 

Mr. Cospon. They have, in the past, Senator. 

I might say this: that Mr. Leighton, because of his health—as you 
may not know, he is a man of some 83 years old—and because of his 
unfortunate health situation, he has withdrawn from that firm, or, at 
least, has reduced his activities. Effective the Ist of June, Ebasco no 
longer has any continuing relationship with the firm of Leighton & 
Sherline. 

Senator Keravver. Prior to Mr. Leighton’s withdrawal, they were 
a leading engineering consultant firm in Washington 

Mr. Cospon. Yes, sir. 

Senator Keravver. Whom Ebasco would get to assist with engi- 
neering problems on various and sundry matters for Ebasco clients; 
is that the way it worked ? 

Mr. Cospon. I would say, Senator, that Mr. Leighton, because of 
his experience—— 

Senator Krravver. I am talking about the past, I am not talking 
about since his retirement this June. 

_ Mr. Cospon. Yes, sir. I am speaking to that particular point. 
| Continuing :] That Mr. Leighton, because of his age and the accumu- 
lation of years of experience, his knowledge particularly of the Fed- 
eral Power Act, has made his services a very important, should I say, 
type of service for electric utilities who have problems at the Federal 


Power Commission, in which his advice and counsel would be 
required. 
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Senator Keravuver. Do you mean by that, he is a high-priced 
consultant ? 

Mr. Cospon. To the contrary—— 

Senator Keravver. That is all right. I don’t mean to get into that. 
But the testimony is that Leighton & Sherline made presentations 
and didn’t present the application to the Federal Power Commission 
for permission to issue a $40 million promissory note, with which you 
are, of course, familiar. That was one of the occasions where Ebasco 
secured the services of this firm to help them in the matter. 

Mr. Cospon. Senator, I understand that there has been some testi- 
mony to the effect that Ebasco hired or engaged the firm of Leighton 
& Sherline to do work in connection with the $40 million worth of 
promissory notes, or the application for it, that Idaho was seeking 
approval from the Federal Power Commission for. 

n order to keep the record straight, I should like to say that as far 
as that particular issue is concerned, in the handling of that applica- 
tion, that Ebasco did not participate or have any conversation with 
people at the Federal Power Commission, nor did we engage the 
services of Leighton & Sherline to do anything with regard to the 
ee as far as Ebasco is concerned. 

Senator Keravver. Ebasco did help Idaho Power in that matter? 

Mr. Cospon. No, sir; that is contrary to the fact. Ebasco did not 
assist Idaho Power, either directly or by engaging the firm of Leighton 
& Sherline, to do anything in that particular matter. 

Senator Keravver. If Laignton & Sherline was engaged, it was 
done directly by Idaho Power? 

Mr. Cospon. That would be my understanding; yes. 

Senator Keravuves. Are you sure of that, Mr. Cosdon? I under- 
stand we have some documents which indicate that Ebasco and Leigh- 
ton & Sherline did work together in connection with this matter. 

Mr. Cospon. Senator, as far as my particular office is concerned— 
and I assume that that is what you are discussing here—that we did 
not contact Leighton & Sherline in regard to this particular matter. 

Senator Keravuver. Not only your office; whether some other offices 
of Ebasco— 

Mr. Cospon. Senator, I have no knowledge of what some other 
offices of Ebasco may have done. It is entirely possible that the 
counsel and advice of one of our departments in New York might 
have been sought. But I have no direct knowledge with regard to 
the participation, if any, on the part of our New York office. 

Senator Keravver. Mr. Cosdon, how many offices did Ebasco have? 

Mr. Cospon. Well, of course, our main office is in New York City. 

Senator Keravver. No. 1 Pine Street? 

Mr. Cospon. No. 2 Rector. In addition to that—— 

Senator Keravver. Where are the other offices ? 

Mr. Cospon. We, of course, have our Washington office, located at 
1625 I Street. We also have an office in Chicago, an office in Portland, 
Oreg., an office in Dallas, and more recently we have opened an office 
in San Francisco. 

Senator Kerauver. Most recently an office where? 

Mr. Cospon. In San Francisco. 

Senator Keravver. We will turn now to Mr. McDonald. 

Mr. McDonald, how long have you been an employee of Ebasco? 
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Mr. McDonatp. It will be 6 years in July of this year. 

Senator Kerauver. Are you an engineer, or what are you? — 

Mr. McDonatp. No, sir; I am not an engineer. My degree is a 
bachelor degree in business administration. 

Senator Kurauver. Mr. McDonald, Ebasco’s Washington office, as 
1 understand it, did participate in making, on behalf of Idaho Power 
Co., applications for rapid tax writeoff certificates for the Brownlee 
and Oxbow projects, is that right? 

Mr. McDonaxp. Yes, sir. 

Senator Keravver. Can you tell us whether Ebasco handled the 
filing of those applications ? 

Mr. McDona.p. Yes. 

Senator Krerauver. When was such application filed? 

Mr. McDonatp. My date is subject to check in our file. I believe 
that the first application which covered the Oxbow hydroelectric 
development was filed on August 6 or in the early part of August of 
1953. The second application covering the Brownlee hydroelectric 
development was filed later in the same month of August 1953. I do 
not have the date on the tip of my tongue, sir. 

Senator Kerauver. Later on, were the applications amended or 
consolidated ? 

Mr. McDonatp. I am sure that the Brownlee application—let me 
correct that, sir—I believe that both applications were amended at 
a later date; yes. 

Senator Kerauver. What was the nature of the amendments that 
were filed? Can you give us the dates of the amendments? 

Mr. McDonat. No, sir, not without reference to my file could 
I give you the date. 

Senator Kerauver. Do you have your file with you? 

Mr. McDona.p. Mr. Clifford has it, Senator. 

Senator Keravuver. Mr. Clifford, will you place that where he can 
refer to it? 

Mr. McDonatp. Thank you. 

On January 22 of 1954 the Idaho Power Co. forwarded to our office 
the amendments to the Oxbow application. The amendments were 
filed with ODM—and were filed on February 1, 1954. The nature of 
the amendment, if I may just read a bit. here, was new cost summaries 
to be filed. 

Senator Keravuver. Does “new cost summaries” mean new cost 
estimates; is that what you have in mind ? 

Mr. McDona.p. Yes. 

Senator Kerauver. How much did you increase the estimates over 
the previous ones? 

r. McDonatp. I would have to figure it here from the amendment 
itself, Senator. 

Senator Kerauver. Suppose you did that later on. 

Mr. McDonatp. All right, sir. 

Senator Krerauver. So there was a new cost estimate filed? 

Mr. Cospen. And as I read this letter, I noted that the same trans- 
mittal letter from our office covered both amendments, to Brownlee 
as well as Oxbow. 

Senator Krerauver. Was there a new cost estimate to Brownlee as 
well as Oxbow ? 
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Mr. Macponap. I would believe so, from what I read here, sir. 

Senator Kerauver. Were any later amendments filed ? 

Mr. McDonatp. [ don’t think there were any later formal amend- 
ments filed. There was certainly additional information in support 
of the application filed. I wouldn’t term those amendments, how- 
ever. 

Senator Witry. What was the substance of the amendments, 
briefly ? 

Mr. McDonatp. The substance of the amendments would be to give 
a more up to date or a closer estimate of the cost of the projects. 

Senator Kerauver. What was the latest cost he gave there? Can 
you tell us offhand ? 

Mr. McDonanp. I think I can, sir. 

For the Oxbow hydroelectrical development the cost on the 
amended application totaled $35,943,730. On the Brownlee applica- 
tion 

Senator Winey. What is the difference between that and the origi- 
nal? 

Mr. McDona.p. The original cost estimate totaled $35,931,700. 

Senator Witey. And the amended one ? 

Mr. McDonatp. This is on the Oxbow application, Senator. The 
amended application totaled $35,943,730. 

Senator Keravuver. What was the final estimate on Brownlee? 

Mr. McDonatp. Did you say time estimate ? 

Senator Keravuver. No; the final estimate of cost, as filed in your 
amended application in February of 1954. 

Mr. McDona.p. $6,138,240 total cost. 

Senator Kerauver. These seem to be the figures that Mr. Gray had 
on page 14 of his statement, being the amount certified on April 17. 

Mr. McDonap. That is correct, Senator. There were no other 
amendments, as far as costs were concerned, which were filed. 

Senator Kerauver. But didn’t costs go up in the meantime? 

Mr. McDonaxp. I don’t know, sir. 

Senator Keravver. If they find the costs do go up, will that repre- 
sentation be made to ODM ? 

Mr. McDonatp. ODM has a regulation which covers that particu- 
lar point. It is contained in ODM regulation 1. They have also 
issued an interpretation of ODM regulation 1 on that particular 
point. I think that the interpretation says that unless the cost of a 
certified project fluctuates up or down by greater than 15 percent, or 
to the extent that the project may lose its identity, then the certifi- 
cate holder is not required to file an amendment. And as I spoke 
this, I just happened to think, I believe the regulation says that 
the certificate holder may file an amendment reporting changes in 
cost, but I don’t think it is actually required. The ODM gentlemen 
here can certainly 








Senator Kerauver. You understand that ODM regulation 1 is still 
in effect ? 

Mr. McDonatp. Yes. 

Senator Keravuver. If the cost has gone up and you do file an 
amended cost estimate, then the application of 60 percent and 65 
percent, being the amount of the certificates, would be more or less 
the amount that you stated, and which Mr. Gray stated as originally 
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estimated, depending on whether there would be an increase in cost 
or a decrease in cost ? 


Mr. McDona.p. Senator, I am sorry, I don’t understand the ques- 
tion. 

Senator Keravuver. I say, in February of 1954 you estimated the 
cost to be the same as Mr. Gray granted on April 17, 1957. If the 
cost has gone up since February 1954, and you filed an amendment 
with ODM, then the 60 percent and 65 percent will apply, then, to 
the greater cost as amended ? 

Mr. McDonatp. I believe, Senator, that ODM would have, I guess, 
the obligation to examine such amendment and grant it or not grant it. 

Senator Kreravuver. Of course, I am assuming that they would pass 
on whether it was justified or not. 

Mr. McDona.p. May I also just say something else, sir. You have 
referred to the estimates as my estimates. That is not the case. They 
are the Idaho Power Co. estimates. 

Senator Krrauver. We understand that. You were merely the 
agent who transmitted them ? 

Mr. McDona.p. Right. 

Senator Kerauver. Very well. Were your contacts in ODM with 
Mr. Wyckoff? 

Mr. McDonatp. I have had contacts with Mr. Wyckoff, yes; and 
others at ODM as well. 

Senator Kerauver. Did you have any contact with Mr. Gray ? 

Mr. McDonatp. No, sir. 

Senator Kerauver. Were your principal contacts in connection with 
Idaho Power with Mr. Wyckoff ? 

Mr. McDona.p. Yes. 

Senator Kreravuver. How about the rest of these gentlemen who are 
here? Mr. Sheppard? 

Mr. McDonatp. I don’t believe I have met Mr. Sheppard before. 

Senator Krrauver. Mr. Parnell, the assistant to Mr. Wyckoff ? 

Mr. McDonatp. Yes, sir; I have met Mr. Parnell. 

Senator Kerauver. Which is Mr. Parnell ? 

Mr. Parne tu. I am Mr. Parnell. 

Senator Kerauver. Mr. Farrell, the assistant to Mr. Wyckoff? 

Mr. McDonaup. Yes; 1 know Mr. Farrell. 

Senator Kerauver. But as I understand it, your principal contacts 
were with Mr. Wyckoff ? 

Mr. McDonatp. Yes. 

Senator Kerauver. Mr. Wyckoff has testified that somewhere along 
the line he had told you that, if and when the application was acted 
upon, he would call you and let you come over and get the certificate ; 
is that correct ? 

Mr. McDonatp. That is correct. 

Senator Keravuver. Just when did that conversation take place, or 
when was that understanding reached ¢ 

Mr. McDona.p. Senator, I probably made that request the first 
day I filed the certificates in 1953. From time to time thereafter, 
over the course of the nearly 4 years that they were there, I mentioned 
the request to Mr. Wyckoff. 1 don’t recall the specific times, nor do I 
recall the last time. 
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_Senator Keravver. I can understand you wouldn’t recall this spe- 
cific date, but you asked them from time to time, when the certificates 


were issued, to let you know so that you could come over and pick 
them up. 


Mr. McDonatp. Yes. 

Senator Kerauver. Do you remember when was the last time you 
talked with Mr. Wyckoff in that connection before the certificates 
were issued ; whether it was a week or 2 weeks before ? 

Mr. McDonatp. No, sir; I do not remember the last conversational 
request I made of Mr. Wyckoff to be allowed to pick up the certifi- 
cates. I don’t believe it was within a period of the fast 2 weeks 
before the certificates were issued, though. 

Senator Kerauver. All right. Mr. Gray made up his mind on 
April 10, 1957. When did Mr. Wyckoff call you? 

r. McDonatp. Mr. Wyckoff called me on April 18. 

Senator Keravuver. He testified it was the 17th. 

Mr. McDonatp. I realize that, Senator. I hope I can refresh Mr. 
Wyckoff’s memory on it, or else I hope he can refresh mine; my recol- 
lection was—— 

Senator Keravuver. Do you have any memorandum or any notes as 
to the time he called you? 

Mr. McDonaxp. No, sir; I have not. 

I do have this, sir; the certificate, a copy of which is in the file 
here, is dated April 17. I have a registered receipt showing that it 
was mailed to the Idaho Power Co. on April 18. The certificates— 
these cases had been pending for so long, and certainly they were 
well known by that time. I just can’t believe that I would have known 
or had knowledge that they were issued on the 17th, and slept on it 
overnight and not remember it, sir. 

aoae Keravuver. You mean, you would have gone over there 

uickly ? 
. Mr. McDonatxp. If I had been allowed to, I am sure I would have. 

Senator Kerauver. You say you have a receipt showing that the 
certificates were mailed to the Idaho Power Co. on the 18th. You 
mean, mailed by you? 

Mr. McDonatp. Yes, sir. 

Senator Kerauver. What time did you mail them ? 

Mr. McDonatup. The time, I don’t believe, is on here, Senator, 
but as I recall it, it was about noontime; I would say somewhere 
between 12 and 1. 

Senator Keravuver. About noontime? 

Mr. McDonatp. Yes, sir. 

Senator Kerauver. What did you say in your letter of transmittal ? 
Have you got it? 

Mr. McDonaxp. I do not believe there was a letter of transmittal. 
I have none. 

Senator Keravver. Who did aes mail them to, Mr. McDonald ? 

Mr. McDonawp. Mr. James H. Rogers, vice president. 

Senator Kerauver. Where? 

Mr. McDonatp. Idaho Power Co., 1220 Idaho Street, Boise. 

Senator Kerauver. You don’t remember definitely whether he 
called you the same day, when he picked up and mailed them, or 
whether it was the day before he called you!’ 
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Mr. McDonatp. Senator, I have a very definite recollection and 
memory that I was called within a few minutes after 9 o’clock on 
the morning of the 18th by Mr. Wyckoff, who at that time stated 
that, “if you come down here at 11 o’clock”—I think that was the 
time—“I will have something for you.” 

Senator Kerauver. You knew what it was he would have for you; 
didn’t you ? 

Mr. McDonatp. Not with any certainty, Senator. 

Senator Kerauver. But you had an idea? 

Mr. McDonatp. I had an idea; yes, sir. 

Senator Keravuver. Did you have anything else pending at that 
time ? 

Mr. McDona.p. Yes, sir. 

Senator Kerauver. What? 

Mr. McDonatp. There was an appeal on a tax amortization case 
which had been filed by the Gulf States Utilities Co. That appeal 
was —e There was an application submitted under a military 
goal by the Florida Power & Light Co., which was pending. 

There might have been other matters pending at ODM in con- 
nection with postcertification matters which were pending, I don’t 
recall; I woul have to check. 

Senator Kerauver. Mr. McDonald, you think you got the call about 
9 o’clock on the morning of the 18th ¢ 

Mr. McDonatp. Yes. 

Senator Keravuver. I see the 18th was Thursday. Mr. Wyckoff 
might be right that he called you the day before; or do you think you 
are right ? 

Mr. McDonatp. If he can give me a clue, I would certainly do 
everything to straighten it out. 

But, as I said before, these certificates had been pending for so 
long, I am just sure I did not sleep on that information overnight, 
sir. 

Senator Kerauver. Then, when you got the telephone call, at 9 
o'clock, or whenever you got it, who did you tell about it ? 

Mr. McDonaxp. At 9 o’clock? Shortly thereafter, within a few 
minutes, I told Mr. Cosdon. 

Senator Kerauver. What did you tell him? 

Mr. McDonatp. I told him I had a call—I think what I told him 
was that I had a call from Mr. Wyckoff, and that he had said to come 
down at about 11 o’clock, and he would have something for us. 

Senator Krravuver. Who else did you tell ? 

Mr. McDonatp. Together, we phoned Mr. John Kimball, vice presi- 
dent of the Idaho Power Co. 

Senator Keravuver. Where is Mr. Kimball? 

Mr. McDonatp. Mr. Kimball was in Boise. 

Senator Keravuver. What did you tell Mr. Kimball ? 

Mr. McDonatp. We told Mr. Kimball essentially the same thing. 
We certainly speculated, or the implication in our call was, that we 
thought this meant that the necessary certificates were ready. We 
put the phone down, Senator, after the conversation; we looked at one 
another, and we said to the effect, “Won’t we look stupid if it is a 
denial or if it is not Idaho Power Co.” 
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Senator Kerauver. Anyway, you felt pretty optimistic and happy 
about it? 
Mr. McDonatp. Yes, sir—until we had finished our telephone call, 
and then I was wondering whether I was right or not. 
Senator Keravuver. Do you have a record of that telephone call to 
Mr. Kimball ? 
Mr. McDonatp. I do not have it with me; I am sure it is available, 
no doubt, in our office. 
Senator Keravuver. Will you check? You didn’t bring that? 
Mr. McDonaxp. Excuse me, sir. The only thing I would have 
available would be the charge slip. 
Senator Keravuver. You have a bill showing the charge? 
Mr. McDonatp. That is all. 
Senator Keravver. That is, unless you made some memorandum ? 
Mr. McDona.p. There was none, sir. 
Senator Kerauver. So you and Mr. Cosdon called Mr. Kimball. 
What time do you think that was—right after Mr. Wykoff called 
ou? 
Mr. McDonatp. Well, shortly thereafter. It would probably have 
been about 9 : 30. 
Senator Kerauver. That would be 6 o’clock out in Idaho; wouldn’t 
it? 
Mr. McDonatp. We called him at his home, sir. 
Senator Kerauver. You got him out of bed? 
Mr. McDonaxp. I presume. 
Senator Kerauver. Did you call New York about it? 
Mr. McDonatp. No, sir. 
Senator Kerauver. Who else did you call ? 
Mr. McDonatp. Nobody. 
Senator Kerauver. Who else did you and Mr. Cosdon tell about it ? 
Mr. McDonatp. As far as I know, nobody. 
Senator Kerauver. Mr. Cosdon, who did you tell about it? 
Mr. Cospon. To the best of my recollection, sir, I did not speak 
to anyone except Mr. McDonald and Mr. Kimball. 
Senator Kerauver. Do you have any memorandum, Mr. Cosdon, 
to fix the date as the 17th or 18th? 
Mr. Cospon. No memorandum, Senator; no. 
Senator Kerauver. That is the best of your recollection, too 4 
Mr. Cospon. Yes, sir. I fully subscribe to what Mr. McDonald has 
said, and his recollection as to how this thing happened. Certainly, 
we would be hopeful that this was Idaho. We had been following 
this thing quite closely. But our information that it was Idaho was 
not made known to us until Mr. McDonald picked up the certificates 
at 11 o’clock that morning. 
And also, we did not know that it was going to be an approval; it 
could well have been a denial. 
Senator Keravuver. Mr. McDonald, did you ask Mr. Wykoff on the 
phone whether it was Idaho? 
Mr. McDonatp. If I did, Senator, he did not answer it. 
Senator Kerauver. This hasn’t been so long ago. 
Mr. McDonatp. No, sir; it hasn’t been long ago, and it is vivid in 
my mind. I don’t think I asked him; I think I said, “Thank you, 
sir; I will be there.” 
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Senator Kerauver. You must have concluded that it was Idaho, 
because you told Mr. Cosdon and called Mr. Kimball. 

Mr. McDonatp. Yes, sir. 

Senator Kerauver. You say that in transmitting the certificates to 
Mr. Rogers you didn’t write him a letter of transmittal ? 

Mr. McDona.p. No, sir. 

Senator Kerauver. Did youcall Mr. Rogers? 

Mr. McDonat. No, sir. We had been instructed by Mr. Kim- 
ball to mail the certificates to Mr. Rogers. 

Senator Krrauver. After you got the certificates at 11 o’clock that 
day and knew they concerned Idaho, did you immediately put them 
in the mail? 

Mr. McDonatp. No, sir. I came back to the office; we called Mr. 
Kimball, according to his instructions. 

Senator Kerauver. You mean, again ? 

Mr. McDonau.p. Yes, sir. 

Senator Kerauver. What time would that have been, now ? 

Mr. McDonatp. About 11:30; in the neighborhood thereof. 

Senator Kerauver. What did you tell him on this occasion? 

Mr. McDona.p. On this occasion, we told him with certainty that 
the certificates had been issued. We no doubt told him the per- 
centages involved; whether there were any exceptions. We told him 
of the qualifying statement that the certificates would be valid only 
if the projects were completed by December 31, 1958. That would 
be to the best of my recollection. 

We were instructed how to mail them out to him, and to mail them 
immediately. 

Senator Kerauver. Mr. McDonald or Mr. Cosdon, do you have 
anyone here who could call your office and look up the date of that 
charge? There would be two charges. 

Mr. Cospon. Yes, sir; we would & happy to do that. 

Senator Keravuver. Will you have somebody do it? I think it is 
rather important. Have them call back here. 

Mr. McDonaup. Excuse me, Senator. Mr. Boone wanted to 
clarify something. 

(Mr. McDonald confers with Mr. Boone.) 

Mr. McDona.p. I presume you wanted the charge ticket on the 
calls to Idaho Power Co., on the morning of the 18th ? 

Senator Kerauver. The 17th or 18th. 

Mr. McDona.p. The 17th or 18th. 

Senator Keravuver. You didn’t make any notes or any memoran- 
dum about the conversations ? 

Mr. McDonatp. No, sir. 

I have a copy of the certificate; I have my receipt for the mailing, 
and I simply do not—it is not normal practice. 

Senator Krrauver. What time does your receipt show that you 
mailed it? 

Mr. McDona.p. Senator Kefauver, I don’t see a receipt time, date 
stamp, here. It is postmarked April 18, 1957. 

Senator Krerauver. When you went over to see Mr. Wyckoff, Mr. 
McDonald, you signed a receipt there; didn’t you? 

Mr. McDona.p. Yes, sir. 

Senator Keravver. Do we have that, Mr. Clifford ? 
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Mr. Crirrorp. It is in the Oxbow and Brownlee file; it appears upon 
the face of a copy of the certificate: “Received, C. R. McDonald, 
April 18, 1957.” 

Senator Keravver. The time of receipt is not there? 

Mr. Currrorp. That is all. 

Senator Kerauver. Mr. McDonald and Mr. Cosdon, you had no 
information, then, from anyone up until the 17th or 18th, whichever 
it develops it turns out to be, that the certificate was going to be issued 
or that Mr. Gray had made up his mind on April 10 and had told 
some five other people? 

Mr. McDonaxp. No. 

Mr. Cospon. Very definitely not, Senator. 

Senator Kerauver. No one in your organization had any such 
information that you know of? 

Mr. Cospon. That is correct, sir. 

Senator Keravuver. Was all the liaison with the ODM in which 
a had an interest handled by you gentlemen in the Washington 
office ? 

Mr. Cospon. Yes, sir. 

Senator Kerauver. Mr. McDonald was the man who went over and 
had the actual contacts? 

Mr. Cospon. He had the majority of the contacts. I did have some 
contacts myself, Senator. 

Senator Keravuver. Did either of you gentlemen talk with anybody. 
in the Department of the Interior, Mr. English, or anyone over there, 
during this time, immediately preceding the 17th or 18th? 

Mr. Cospon. I certainly did not, Senator. 

Mr. McDonatp. Yes, sir. 

Senator Keravuver. You say you did or you didn’t? 

Mr. McDona tp. I did. 

Senator Kerauver. Who did you talk with? 

Mr. McDona.. Mr. English. 

Senator Kerauver. What day did you talk with him? 

Mr. McDonaup. Senator, I can only give you the range. I was 
— to supply information concerning the status of construction 
to Mr. English. That letter is dated April 12, 1957. I discussed with 
Mr. English the status of the construction at about that time, sir. 

Senator Kerauver. Who requested you to get up some information 
with reference to the completion date? That was it; wasn’t it? Or 
the status of construction, or when you intended to—— 

Mr. McDonaxp. I includes both, sir; both status of construction and 
completion date. 

Senator Keravuver. Just what did Mr. English ask you to do in that 
connection ¢ 

Mr. McDonatp. He asked me to verify the status of construction, 
or obtain information as to the status of the construction, and to verify 
that the projects were to be completed by December 31, 1958. 

Senator Keravver. That would have been along about the 8th, 9th, 
or 10th of April? 

Mr. McDonatp. It would probably have been right—either the 
12th or the day preceding, because I immediately made a call to the 
company, to obtain the information. 

Senator Kerauver. Did Mr. English call you over to the Depart- 
ment of the Interior? 
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Mr. McDonatp. Senator, I think this was all by telephone conver- 
sation. 

Senator Kerauver. Did Mr. English tell you that the issue was up, 
and one of the important considerations was whether Oxbow would 
be completed by December 31, 1958 ? 

Mr. McDonaup. I was told that the December 31, 1958, completion 
date of Oxbow had been questioned, and that was the reason for get- 
ting a verification on it. 

Senstor Kerauver. Did Mr. English tell you that if you could get 
a verification on it that he thought the certificates would be approved ? 

Mr. McDona.p. No, sir. I don’t think he could make a statement 
of that sort. He didn’t. 

Senator Keravuver. Just exactly what did he say ? 

Mr. McDona.p. He simply stated that completion date had been 
questioned, that ODM had requested—lI believe requested him to ob- 
tain the information—I believe it was asked for verbally, and to be 
confirmed in writing—there was a degree of haste in order to get the 
information back to Mr. English—I gained the impression that they 
wanted, or Mr. English wanted, this information as soon as he could 

et 1t. 
: Senator Kerauver. Does this indicate to you that they were going 
to be granted if you came up with the right information ? 

Mr. McDona.p. It did not indicate to me that they would be 
granted, Senator; it indicated to me, however, that they were being 
worked on. 

Senator Kerauver. Then you called Mr. Kimball as soon as you 
talked with Mr. English, I suppose ¢ 

Mr. McDonatp. I think so; yes, sir. 

Senator Kerauver. Was it Mr. Kimball you called? 

Mr. McDonaxp. Yes, sir. 

Senator Kerauver. You called Mr. Kimball at Boise; did you? 

Mr. McDonatp. Yes, sir. 

Senator Kerauver. What did you tell Mr. Kimball? 

Mr. McDonat. I told Mr. Kimball of the conversation and the 
request which had been made to me. Without hesitation he told 
me that the completion dates were as written and that the projects 
were underway. 

Senator Krravuver. Did you ask him to rush a letter to you to that 
effect ¢ 

Mr. McDonatp. I asked him to confirm back to Mr. English in 
the Department of Interior. And that letter was mailed direct to 
Mr. English, and a copy was sent to our office. 

Senator Kerauver. On what date did you receive the copy? 

Mr. McDonaxp. I do not have it. 

Senator Kerauver. The letter is dated April 12, I believe? 

Mr. McDonatp. It is dated April 12; yes, sir. What day was 
April 12; Friday ? 

Senator Kerauver. April 12 seems to have been a Friday. 

j Mr. McDona.p. No doubt, then, we received this letter on Mon- 
ay. 

Senator Krerauver. Which would be April 15. In the letter it 


says a Idaho Power intends to complete Oxbow December 31, 
1958 
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Mr. McDonaxp. That is right, sir. 

Senator Kerauver. Mr. Cosdon and Mr. McDonald, of course 
this is a short time to complete a dam that is going to be higher than 
Niagara Falls. 

We have a photostat of the letter here, which is dated April 12, 
addressed to Mr. English. I believe Mr. English and Mr. Wyckoff said 
that it was sent over to Mr. Wyckoff on the 15th, which would have 
been Monday, but it does not show it very clearly on just what date it 
was received. But that must have been when it was. 

Mr. McDonatp. Yes, sir. 

Senator Keravuvek. Mr. Cosdon and Mr. McDonald, it leaves ap- 
proximately a year and three-fourths in which to finish a tremendous 
dam and hydroelectric facility. That is a pretty short time; isn’t it? 

Mr. Cospon. Yes, sir. I might say, however, Senator, that Ebasco 
is not handling the construction, and the only information we have as 
to what the company proposes to do is what they develop themselves 
and furnish us for transmittal to the people in Washington that 
requested that information. 

Senator Krrauver. That is right; you are not the construction engi- 
neer. But you were handling the tax amortization application, so that 
the completion date is of importance in connection with the tax 
amortization. You were aware, Mr. Cosdon, of the short time in 
which they had to build it ? 

Mr. Cospon. Yes, sir; but I was also aware of the capabilities of the 
constructors who are working on that project. 

Senator Krerauver. It says here they intended to complete; it does 
not say they will complete. Mr. Cosdon, did you have some under- 
standing that if they were not able to complete it there would be an 
extension of time? 

Mr. Cospon. No, Senator; I have not discussed that with ODM. I 
have not been requested by Idaho to seek any information in that 
connection. They have the certificate on the face of which says that 
they must complete it within December 31, 1958. 

And, Senator, I would like to say this on that point, that all the 
certificates or the applications that we have handled, to the best of my 
recollection this is the first certificate that has been issued where they 
have put on a definite time limit of that type. 

Senator Keravver. You got out a memorandum dated March 9, 
1956, didn’t you, with reference to these time extensions? This memo 
was sent from the Washington office and signed “Walter B. Cosdon.” 

Mr. Cospon. I believe I did, sir. 

Senator Keravver. Who did this memo go to? Did it go to your 
clients ? 

Mr. Cospon. Is that, Senator, on the blue—Washington office? 

Mr. Drxon. Yes. 

Senator Keravver. That is on the tax amortization request for time 
extension, memorandum, March 9, 1956, Ebasco Washington office. 

Mr. Cospon. Yes; in the course of our work we were following the 
tax amortization program, which is somewhat of a changing thing, 
and as we have information that we believe is of general interest to 
our clients, why we would reduce it to a memorandum of that kind 
and forward it to all the clients that are engaging our services. 

Senator Keravuver. We will make this memorandum part of the 
record. 
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(The material referred to follows:) 


Esasco WASHINGTON OFFICE MEMO 
Marcu 9, 1956. 


Tax AMORTIZATION—REQUEST FOR TIME EXTENSIONS 


Although the Office of Defense Mobilization has closed the electric power goal 
for new generation, it continues to accept and favorably consider requests for 
time extensions necessary due to delays in start of construction in accordance 
with the specific provisions contained in tax-amortization certificates. In the 
event it becomes necessary for you to request such an extension, it is believed the 
following information will be helpful. 

In recent months we have noticed a trend at ODM involving a more restrictive 
attitude in regard to the time limitations for start of construction of projects 
being constructed pursuant to a rapid amortization certificate. We have also 
observed indications that delays which extend the in-service date beyond the De- 
cember 31, 1958, program termination date may constitute reason to bar further 
extension of time. ODM has not, at this time, officially ruled on unavoidable 
delays, and in answer to our question concerning delays brought about by such 
things as the Westinghouse strike, state that a policy has not been determined. 
Even where no time extension is involved, ODM advises that it is also possible 
that the Internal Revenue Service may later raise questions should the project 
not be brought in service before December 31, 1958. We therefore suggest that 
since ODM can presently give us no assurance as to what its attitude or that 
of IRS will be in such a case, we can only urge that should such a situation 
develop you promptly contact us so that we can informally discuss your indi- 
vidual situation at ODM in order to allow sufficient time to take whatever steps 
may be necessary to protect your certificate. 

With regard to the current practice of ODM to incorporate more restrictive 
language in certificates than heretofore, we considered it important to discuss 
with the Department of Interior, the agency which continues to be responsible 
to ODM for power projects, the acceptability of requests for time extensions 
supported by a simplified construction schedule in lieu of the greater detail sub- 
mitted previously. We are pleased to report that Interior agrees that less detail 
is acceptable, and should a time extension request become necessary, a simplified 
construction schedule need only contain the date of start of construction (pouring 
of concrete or placement of permanent piling) of each foundation, separate and 
apart from any other foundation, which will support a separate building or struc- 
ture. It is also suggested that some flexibility in the schedule dates be provided 
to allow for minor delays such as may be caused by weather or other reasons. 
It is no longer necessary to include information relative to installation and erec- 
tion of major equipment normally incorporated in a construction schedule. This 
will avoid further requests for extensions due to delays in the installation of 
equipment unnecessarily included on the construction schedule, as the certificate 
relates to start of construction of each separate building or structure. If there ap- 
pears to be any real possibility that IRS could later contend that a particular fa- 
cility involved more than one structure, it would be prudent to show it separately 
on the schedule. Generally speaking, a single foundation should be considered 
as a single item on the construction schedule. We understand that if the time 
extension required amounts to less than 6 months, the construction schedule 
can be omitted and you need only write a letter (in quadruplicate) to ODM giving 
reasons for the time extension, money spent to date, firm commitments made, 
and effect of extension on the planned in-service date of the project. 

If we can be of any assistance in this regard, please let us know. We have 
discussed this overall problem with our engineering and construction personnel 
in New York, and they will be glad to assist you in the preparation of a simplified 
construction schedule for those projects under their supervision. 

WALTER B. Cospon, Manager. 


Senator Keravver. This memorandum, Mr. Cosdon, speaks for 
itself, but in discussing the delays and so forth you say, in the last 
sentence of the second paragraph: 


We therefore suggest that since ODM can presently give us no assurance as 
to what its action or that of IRS will be in such a case, we can only urge that 


94133—57—pt. 1——-32 








494 RAPID AMORTIZATION IN REGULATED INDUSTRIES 


should such a situation develop you promptly contact us so that we can in- 
formally discuss your individual situation at ODM in order to allow sufficient 
time to take whatever steps may be necessary to protect your certificate. 

Mr. Cospon, Yes, sir. 

Senator Kerauver. What does that mean ? 

Mr. Cospon. Senator, there are certain contingencies that develop 
in the construction of projects whether they be hydro or steam or 
transmission lines, all of which were covered in applications that we 
handled. Also, we intended there to be certain that the clients we 
represented were aware of the fact that we were unable to ascertain 
from ODM as to whether or not there was slippage in construction 
which was brought about wholly through no cause of the client. For 
example, one thing that we very definitely had in mind when we 
wrote that letter was that, you will recall, that the Westinghouse or- 
ganization had a very unfortunate and quite extensive strike which 
involved much of the equipment that was going into these plants 
covered by tax amortization. We did attempt to find out from ODM 
as to what their attitude would be, assuming through no fault of the 
clients that the project, for some reason or other, did not come into 
service on December 31, 1958, which was the date originally estab- 
lished on which they must be in service in order to be eligible for 
tax amortization. 

Senator Kerauver. Mr. Cosdon, let me read the last sentence of the 
next to the last paragraph: 

We understand that if the time extension required amounts to less than 6 
months, the construction schedule can be omitted and you need only to write a 
letter (in duplicate) to ODM giving reasons for the time extension, moneys spent 
to date, firm commitments made, and effect of extension on the planned “in 
service” date of the project. 

What you meant by the first part was that if it looked like they 
were going to have some difficulty, they were to advise you and you 
tw take it up with ODM and try to protect their certificate, is that 
right ¢ 

r. Cospon. Yes, sir. 

Senator Keravuver. The second part is that you understood that if 
it is going to take less than 6 months longer than the scheduled time, 
they can write a letter and give a reason for the time extension. That 
is rather routine, then ? 

Mr. Cospon. Yes, sir. 

And I believe one thing that we had in mind there, Senator, was 
the fact that applications, in order to remain valid, the applicant 
must start the actual construction of the project within 6 months of 
the date the certificate is issued. 

In some instances, they have extended that start of construction date. 

Senator Keracver. This last sentence that I read seems to refer 
to time of completion, that is, giving reasons for the time extension, 
money spent to date, effect of extension “in service” date of the project. 
j Where did you get that from, Mr. Cosdon? Who did you get it 

rom? 

Mr. Cospon. Well, the information that we use in our service let- 
ters—it is developed from our contacts with ODM, and perhaps with 
the Department of the Interior. I might say this, and I would like 


to have the opportunity of just taking a quick look, if you would be 
so kind as to let me see it, sir? 
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Senator Krerauver. Yes, indeed. 

Mr. Cospon. I believe that the reason we included such information 
was that we were merely suggesting to our clients that the firm com- 
mitments that they had made, in addition to the actual construction 
that was underway, the orders placed with the manufacturers, should 
certainly be excellent evidence of good faith on the part of the client 
in proceeding as vigorously as he could in order to bring the project 
into service; but for some unfortunate reason, some reason beyond 
his control, such as a strike, perhaps there would be this slippage. 

Senator Krerauver. In other words, you understood from the ODM 
that it rested on a good faith effort to carry out the intent; is that 
what you are saying? 

Mr. Cospon. Senator, as far as I know that question has never been 
determined by ODM. But it certainly would be my hope where a 
certificate was issued and the client or utility company was proceed- 
ing—using every effort and with all ingenuity that he could com- 
mand to bring that project into service—it seems to me to be a bit 
unfair that, due to some unfortunate strike, or something of that 
nature, or at least something beyond his control, where he did not 
deliberately fail to bring the project in service as he had originally 
indicated, it did seem to me a bit unfair that if the in-service date 
should slip, say from December 31 

Senator Kerauver. In other words, Mr. Cosdon, you hoped and 
felt that if they acted in good faith and they could not meet their 
construction deadline, you could get some kind of extension. You 
felt that a 6-month extension might be granted automatically. 

Mr. Cospon. Senator, as I look over this memorandum, I think in 
that paragraph we were speaking to a little different phase of the 
ODM requirements, namely, that each part of the project that con- 
sisted of a separate and distinct foundation, that that particular part 
be started within 6 months. For example, the foundation for the 
turbines, condensers, et cetera, a start of that foundation would be 
considered a valid start as far as ODM regulations are concerned. 

Now should they have a warehouse which was separate, the founda- 
tion of which was separate and apart from the foundation of the 
powerplant proper, they also would have to start that foundation 
within the 6 months. 

So I believe we are speaking, in that particular paragraph, to that 
situation, and reminding our clients that they should start each and 
every foundation which could conceivably be considered a separate 
and distinct unit of the total project. 

Senator Krerauver. Mr. Cosdon, who did you get the good faith 
idea from; that is, if they had an intention and tried to carry it out 
in good faith, but could not meet their completion date, they might 
be able to get some extension. You suggest they let you know of any 
anticipated situation like that coming up. Who did you get that 
from? Did you get it from Mr. Wykoff, Mr. Flemming, or any of 
these gentlemen ? 

Mr. Cospon. Senator, this memorandum under discussion is dated 
March 9, 1956. I think that the idea of good faith is just still some- 
thing that occurred to me, and something that I hoped for. And in 
my dealings with government, I always understand that the Govern- 
ment will consider matters of good faith and intention of the party 
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who has a problem under discussion with one of the various agencies 
of Government. 

Senator Keravuver. Were you aware, Mr. Cosdon, that Mr. Roach, 
and also the attorney for Idaho Power, and the Bonneville report for 
the committees of Congress, and the Federal Power Commission, had 
made contrary statements, that Oxbow would be completed in August 
1961, not in Sinanber 1958 ?¢ 

Mr. Cospon. Senator, we did not—as I mentioned earlier, my office 
had no responsibility as far as the Federal Power Commission pro- 
ceedings were concerned. 

Senator Keravuver. I did not ask you that. I asked you if you 
were aware of those statements. 

Mr. Cospon. At that time I was not; no, sir. 

Senator Kerauver. When did you become aware of them? 

Mr. Cospon. I believe there has been some discussion before this 
committee about that. It is my understanding that there are pro- 
visions in the Federal Power Commission license as to when the 
projects must be completed. But that is separate and distinct from 
the tax amortization part that we have under discussion here. 

Senator Kerauver. Did your company, Mr. Roach, or the attorney 
for Idaho Power come up to the Capitol when there was testimony 
before the Interior Committee that Oxbow would come in in August 
1961? 

Mr. Cospon. No, sir. 

Senator Kerauver. Were you present ¢ 

Mr. Cospon. No, sir. 

Senator Kerauver. Was Mr. McDonald present ? 

Mr. McDonatp. No, sir. 

Senator Kerauver. Were any of your representatives present ? 

Mr. Cospon. Not to my knowledge, sir. 

Senator Keravuver. Did you know about the testimony ? 

Mr. Cospon. Not until you refreshed my memory, and I have no 
knowledge of that except that I am willing to accept that he did; yes, 
sir. 

Senator Kerauver. Why did you worry about that date in light of 
the fact that you learned about the contrary statement ? 

Mr. Cospon. You mean as far as the project is concerned, the in- 
service date? 

Senator Kerauver. Yes. 

Mr. Cospon. Senator, I do not intend to give the appearance that I 
am worried or concerned about that, because from what I understand 
from the statement you just made, that was involved in other pro- 
ceedings. And we certainly had no—I mean, it was not a matter that 
we were then following or had any particular concern about. I mean, 
when the client tells us, or makes representation to a Government 
agency that a certain thing will be done, we have no reason to question 
that. 

I mean, that is the position that he is taking, and we merely, in that 
regard, are just accepting the facts as he presents them and delivering 
them to the people who have requested them. 

Senator Kerauver. What I was thinking about was that there 
were different representations made to different Government agencies, 
different representations made to the committees of Congress, differ- 
ent representations made to the Federal Power Commission, different 
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representations made to the public, different representations in In- 
terior’s Bonneville report. immtaeta if that did not cause you 
concern about the December 1958 date, and if you did not discuss 
that with Mr. Kimball when you called him up ? 

Mr. Cospon. As I say, Senator, the question was asked of us as to 
what the current in-service date of Oxbow and Brownlee was. That 
resulted in Mr. MeDonald calling Mr. Kimball, and in turn resulted 
in Mr. Kimball’s letter of April 12. 

Now, since this is just one of the matters that we handle in my 
office, we did not feel it was proper, it never even occurred to me, to 
question the statement contained in Mr. Kimball’s letter that both 
Oxbow and Brownlee would be in service by December 31, 1958. 

Senator Kerauver. As I understand it, Mr. McDonald did the talk- 
ing with Mr. Kimball ? 

Mr. McDonaxp. That is correct. 

Senator Kerauver. Did you talk to Mr. Kimball about these other 
representations that had been made with reference to the completion 
date ? 

Mr. McDonatp. Only insofar as having told him that the in-service 
date had been requested. Now, what the representations were, who 
made them, when they were made, I do not know. 

But, Senator, may I say something here in regard to this point? 
This testimony, or this question of Mr. Roach, = I believe it is Mr. 
Parry, having testified or stated elsewhere that the Oxbow develop- 
ment in-service date would be sometime in 1961 was clarified by a 
telegram which Mr. Gray received from Mr. Roach, and which Mr. 
Gray has issued as a public press release. And I think that telegram 
speaks for itself. 

Senator Kerauver. The telegram has been made a part of this 
record, Mr. McDonald. 

Mr. McDonatp. Thank you, sir. 

Senator Kerauver. The strange thing is, Mr. McDonald, that ODM 
did not wait for the reply from Mr. Kimball before making up its 
mind to issue the certificates. That is, Mr. Gray made up his mind on 
the 10th of April, and the letter could not have come to his attention 
until the 15th. So that the letter apparenly had no bearing upon the 
decision made by Mr. Gray. 

Mr. McDonanp. I believe I stated before, Senator, that I was asked 
to give the information which was contained in the letter verbally be- 
cause there was a degree of haste attached to the request, and that the 
letter was to serve as confirmation of it. 

Senator Kerauver. You had two talks with Mr. English, then ? 

Mr. McDonatp. No, sir—possibly yes. I no doubt answered him, 
gave him the information verbally ; yes, sir. 

Senator Kerauver. That is when he called you about the completion 
date, and you told him they expected to complete it by December 31 
and you would get a letter from Mr. Kimball ? 

Mr. McDonanp. Yes, sir. 

Senator Kerauver. Apparently that was on April 12. 

Mr. McDonaxp. I could not establish that date particularly. I said 
it was either on April 12, or certainly no earlier than the day before. 

Senator Kerauver. Mr. Wyckoff, you have been here and been silent 
all this time. How did you establish the date of April 17 as the day 
you called Mr. McDonald ? 
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Mr. Wyrcxorr. The preparation of the certificates was under way 
on the 17th and was expected to be completed that day. I probably 
called Mr. McDonald on the morning of the 18th rather than the night 
of the 17th, although as I remember, Senator, I attempted to call him 
that night saying “I will have some papers ready for you tomorrow.” 
I think it probably is better to say that my memory as to the exact date 
may be faulty, and that rather than having gotten him on the night 
of the 17th, it would have been late in the afternoon, that Mr. Mc- 
Donald’s memory is better than mine. 
eee Keravver. The telephone bill should throw some light on 
this. 

Mr. Wykcoff, you were here, and I believe you agreed with Mr. 
Gray that it was on April 10 that you were with him and that you 
made these penciled memorandums, the names of Adams, Bennett, 
Pyle, and so forth, and also other memorandums, referring to criteria 
to be reviewed, and that was on April 10? 

Mr. Wycxorr. Yes. 

Senator Kerauver. Mr. Wyckoff, were you present at the meeting, 
or whatever form it was, where Mr. Gray advised these five gentle- 
men that he was going to issue the certificates ? 

Mr. Wyrckorr. No, Senator. 

Senator Keravuver. Did you say you were not present ? 

Mr. Wycxorr. I was not. 

Senator Kerauver. Do you know how that was done, whether com- 
munication was made in person ? 

Mr. Wyrokorr. I am sorry; I do not know. 

Senator Keravuver. Then you were called in by Mr. Gray and ad- 
vised of the decision, is that correct ? 

Mr. Wycxorr. I was called by Mr. Gray and was advised of the 
decision, and was in the discussion with him regarding the prepara- 
tion of the press release. 

Senator Kerauver. Yes. Do you fix that date on April 10? 

Mr. Wyrckorr. April 10. 

Senator Keravver. How do you fix it, Mr. Wyckoff ? 

Mr. Wycxorr. By my calendar. 

Senator Keravver. you have a calendar? How do you mean 
“by your calendar?” You made a memorandum on the calendar ? 

r. Wycxorr. My calendar for April 10 said I was to meet with 
Mr. Gray intheafternoon. I think at 4 o’clock. 

Senator Keravver. That is the time you met with him and talked 
with him and was advised that he was going to issue the certificates ? 

Mr. Wyrckorr. I did. 

Senator Keravver. As of that time, you had not received any letter 
8 Mr. English which had been sent to him by the Idaho Power 

0.? 

Mr. Wyrcxorr. It was not until after that meeting that I felt it 
was necessary that we have some statement from the company as to 
whether the projects had both started and what was the expectation 
of their completion. 

Senator AUVER. But you mean that the decision had been made, 
and then after that re you, ourself, thought that you ought to 
have some statement from Idaho Power Co., and you then communi- 


cated that to Mr. English, is that right? 
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Mr. Wyckorr. Yes. 


Senator Keravuver. And Mr. English, in turn, to Mr. McDonald; 
and Mr. McDonald to Mr. Kimball, and then the letter came in subse- 
quently ? 

Mr. Wycxorr. Yes. 

Senator Krerauver. But isn’t that rather strange, Mr. Wyckoff, to 
make up your mind and decide and tell several people that the certifi- 
cates were going to be issued, and then after that get information 
which, it seems to me, should have been on hand at the time the deci- 
sion was made? 

Mr. Wyckorr. It was a part of the rounding out of all of the eligi- 
ble elements, all of the elements leading up to the finalizing of these 
certificates. 

Senator Kerauver. Anyway, it was after you had been informed 
that the decision had been made by Mr. Gray that you, on your own, 
asked Mr. English to get further information ¢ 

Mr. Wyrckorr. I did. 

Senator Kerauver. You assume that came in on the 15th or the 
16th ? 

Mr. Wyckorr. Yes, sir. 

Senator Kerauver. Mr. Wyckoff, after Mr. Gray told you on the 
10th that he had decided to issue the certificates and had told five 
other people whose names you put on the memorandum, whom did you 
tell about it? 

Mr. Wycxorr. I told one person only. I told Mr. Farrell and 
asked him to get the information together, preliminary to the prepa- 
ration of the certificates. 

Senator Kerauver. On what date did you tell Mr. Farrell? 

Mr. Wycxorr. It could not have been 

Senator Kerauver. Mr. Farrell, do you remember ? 

Mr. Farreti. Either the 10th or the 11th, Senator. 

Senator Kerauver. That would be Wednesday or Thursday of 
April, the 10th or 11th? 

Mr. Farrewu. Yes. 

Senator Kerauver. How do you fix the date, Mr. Farrell ? 

Mr. Farrei. Well, I fix the date this way, that the information 
regarding the start of construction, which Mr. Wyckoff asked Mr. 
English to obtain, I think was the 11th. 

Senator Kerauver. All right. Mr. Wyckoff, you told Mr. Farrell, 
and who else did you tell ? 

Mr. Wycxorr. I told Mr. Sheppard. 

Senator Kerauver. Mr. Sheppard is your superior ? 

Mr. Wyrcxorr. He is. 

Senator Kerauver. He is the one who signs the certificates ? 

Mr. Wyckorr. Yes, sir. 

Senator Kerauver. Mr. Sheppard, when did Mr. Wyckoff tell you? 

Mr. Suepparp. As I recall it, the morning of the 11th. 

Senator Kerauver. Mr. Wyckoff, who = did you tell? First, Mr. 
Sheppard, you were told for the purpose of getting out the cer- 
tificates, is that right ? 

Mr. Suepparp. That is right, I was told we were instructed to get 
out the certificates. 

Senator Kerauver. The decision has been made and you were in- 
structed to get the formal certificates in order ? 
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Mr. Sueprarp. That is correct ; yes, sir. 

Senator Kerauver. That was on Thursday morning, the 11th of 
April? 

Mr. Sueprarp. That is right. 

Senator Keravuver. Mr. Wyckoff, whom else did you tell about it? 

Mr. Wrcxorr. I know of no one else. 

Senator Keravuver. Did you tell Mr. Parnell? 

Mr. Wyckorr. I do not remember that I did. 

Senator Kerauver. Mr. Parnell is here. When did you find out 
about it, Mr. Parnell ? 

Mr. Parnewu. It was after the certificates were issued, Senator. 
Because my certifying authority no longer existed, and I was not even 
in the same building. I was in another building working. 

Senator Kerauver. You mean you did not find out about it until 
after the 17th or 18th? 

Mr. Parnetu. After the certificates were issued, yes, sir. 

Senator Kerauver. Well, Mr. Wyckoff, you must have told Mr. 
Schooler, didn’t you ? 

Mr. Wycxorr. Mr. Schooler was present when Mr. Gray discussed 
the press release. 

Senator Kerauver. So Mr. Schooler knew about it. This was on 
the 10th ? 

Mr. Wycxorr. Yes. 

Senator Kerauver. You are certain that it wasn’t the 9th ? 

Mr. Wycxorr. Tenth. 

Senator Kerauver. Do you know whether Mr. Gray had his talk 
_ the five gentlemen in the White House on that day or the prior 

ay ? 

Mr. Wycxorr. I know nothing about the talk at the White House, 
Senator. 

Senator Keravuver. You knew there had been a talk, didn’t you? 

Mr. Wycxorr. I do not know that Mr. Gray mentioned having a 
talk. I only know that he said: 

When a press release is prepared, be sure the people who should look it over 
before it is issued, do. 

Senator Keravuver. Mr. Farrell, you learned about it, you say, on the 
11th. Who did you tell about it? 

Mr. Farrevy. No one as far as I remember, Senator. 

Senator Kerauver. Think over well whom you discussed it with. 

Mr. Farre uy. I do not recall telling anyone that a certificate would 
be issued. 

Senator Kreravver. Did you discuss it with Mr. Schooler, the press 
man ¢ 

Mr. Farrety. No, sir, not as far as I remember. 

Senator Keravuver. Did you talk about it with Mr. English in the 
Interior Department ? 

Mr. Farretu. I asked Mr. English to get the information as to the 
start of construction and the estimated completion date of both 
projects. 

Senator Kerauver. Mr. Wyckoff passed the request on to you and 
you passed it on to Mr. English; is that right ? 

Mr. Farre.. I believe that is the way it was. I think I called Mr. 
English and asked that he verify the start of construction of the proj- 
ect and also the estimated completion date. 
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Senator Kerauver. And that was after 

Mr. Farrevyi. That was on the 11th. 

Senator Kreravuver. Mr. Parnell, whom did you talk with about it? 
You did not know about it? 

Mr. Parne i. No, sir, I did not know about it until after 

Senator Kerauver. Mr. Sheppard, who did you talk with about it? 

Mr. Suepparp. I talked with my immediate superior, Mr. George 
Beitzel, the Assistant Director for Production. 

Senator Kerauver. Who? 

Mr. Suepparp. Beitzel, B-e-i-t-z-e-l. 

Senator Kerauver. What is Mr. Beitzel’s position ? 

Mr. Suepparp. He is Assistant Director for Production in ODM. 

Senator Kerauver. Was anyone else present when you talked with 
him ¢ 

Mr. SuHepparp. No. 

Senator Kerauver. What did you talk to him about / 

Mr. Suepparp. I simply related to him the word that I had from 
Mr. Wyckoff. 

Senator Krravuver. Do you know what day that was? 

Mr. Suepparp. It was either the 11th or the 12th. I think probably 
the 11th. 

Senator Kreravuver. Who told you to get up the certificate and to 
sign it? 

Mr. Suepparp. Mr. Wyckoff informed me that the Director had in- 
structed us to issue a certificate. 

Senator Keravuver. That was, you think, on the 10th? 

Mr. Suerrarp. The morning of the 11th, I believe. 

Senator Kerauver. The 11th? 

Mr. Suepparp. That is right. 

Senator Krravuver. Then how did it happen to take you so long 
to get it up, Mr. Sheppard? You did not get it prepared, I believe, 
until the 17th. 

Mr. Suerparp. I believe there was some question on the timing of 
the press release that came into the matter. 

Is that right, Mr. Wyckoff? 

Mr. Wyckorr. Yes. 

Senator Kerauver. You mean they wanted to get word back from 
Governor Pyle and the others? 

Mr. Suepparp. I know nothing about that. 

Senator Kerauver. As to their concurrence in the press release ? 

Mr. Suepparp. I do not know of any such arrangements. 

Senator Kerauver. When did you actually sign the certificate ? 

Mr. Suerparp. Actually signed on the 15th. 

Mr. Farreti. The 17th. 

Mr. Suerparp. The 17th, that is right. 

Senator Kerauver. Did you sign it before the 17th ? 

Mr. Srueprparp. No; the letter actually was signed by electric pencil, 
but I fully authorized its use. 

Senator Kerauver. What is that now ? 

Mr. Suepparp. The signing of the letter was not a personal signa- 
ture, but the use of an electric pencil, a mechanical device, as used 
on these actions on tax amortization. But I fully authorized its use. 

ae Krravuver. You mean you did not personally sign the cer- 
tificate 
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Mr. Suerparp. That is right. 

Senator Keravuver. But it was signed by an electric pencil? 

Mr. Suerrarp. That is right. 

Senator Keravuver. Is that the way you sign documents? 

Mr. Suepparp. We handle the bulk of the tax amortizations that 
way, along with some basic arrangements made with Mr. Wyckoff. 
Actually, we have handled the tax amortizatioa actions in something 
of this fashion. The more routine actions have been signed with the 
use of the mechanical device. I have relied on Mr. Wyckoff’s judg- 
ment on a large number of them. I have nothing but praise for that 
judgment. On any that were unusual in any way, or borderline cases, 
cases on which my superiors had shown any special interest, and Mr. 
Wekoff brought those up with me, or the director for discussion, 
then I authorized the use of the signature similarly. 

Senator Kerauver. I thought you used an electric machine for 
signing only when you had mass signing to do. 

r. Suepparp. Actually, of course, in the tax amortization field, 
and this is the system that has been used for a number of years—I 
have, of course, hates the certifying officer only since February 1— 
actually, of course, there was a large bulk of action which has dimin- 
ished a great deal, of course, in recent months. 

Senator Kerauver. You mean you had so many of them to sign 
you got an electric signer ? 

Mr. Suepprarp. The bulk of the tax amortization actions in past 
years was very high, as you know. 

Senator Kerauver. Mr. Sheppard, who else did you tell about this 
when you found out about it? 

Mr. Suepparp. I don’t recall telling anyone about it, Mr. Chairman. 

Senator Kerauver. Mr. Schooler, you were in the office when Mr. 
Gray, with Mr. Wyckoff present, told about his decision ? 

Mr. Scuooter. Yes, sir. 

Senator Kerauver. I had not understood that you were in the 
office. That was not clear. You and Mr. Wyckoff were there 
together ? 

r. ScHOoLER. Yes, sir. 

Senator Kerauver. You agree with him that was on the 10th? 

Mr. Scuooter. I am pretty sure it was the 10th, sir. 

Senator Keravuver. Did you, or any of you gentlemen, have any 
previous notice about this until Mr. Gray said something about it, on 
that day ? 

Mr. Scuooter. That was the first time I was brought into it, sir. 

Senator Keravuver. Is that true for all of you? 

What did you understand, Mr. Schooler, as to the names of Adams, 
Pyle, et al., when Mr. Gray mentioned them ? 

Mr. Scuooter. My recollection, sir, was that when Mr. Gray told 
me, or told us, that he had concluded that he had reached a decision 
on this matter, I suggested to him that he touch base with the White 
House and the Interior Department so that when we issued the cer- 
tificates they would not be caught off base. 

Senator Keravuver. But his testimony was that he had already in- 
formed the five men. 

Mr. Scuooter. I did not know anything about any prior conversa- 
tions with the White House, Senator. 
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Senator Kerauver. What did you understand the notes that Mr. 
Wyckoff wrote down to mean: “Goal is closed—was charged against 
the goal—if for any reason the goal were reopened, criteria would be 
reexamined” ? 

Mr. Scuooter. I am sorry, sir; I haven’t any idea. I might say 
that while the conference was being held in Mr. Gray’s office, 1 was 
called out for a moment or so, and I do not know anything about that. 

Senator Kerauver. Did you ever send any rough draft, or a memo- 
randum, or a proposed press release, over to Mr. Adams or Governor 
Pyle at the White House ? 

Mr. Scuooter. I sent nothing to anyone over at the White House, 
sir. 

Senator Kerauver. I thought you sent this one over there? 

Mr. Scuooter. No, sir; Mr. Gray did. 

Senator Kerauver. Did you ever send one over ? 

Mr. Scuooter. No, sir. 

Senator Kerauver. What did you understand the idea was in send- 
ing it over? 

Mr. Scooter. To get concurrence. 

Senator Kerauver. Concurrence / 

Mr. Scooter. Concurrence. 

Senator Kerauver. What do you mean by concurrence? Do you 
mean agreement with what was said in the press release? 

Mr. Scuooter. That is right, sir. 

Senator Kerauver. Whom did you tell about this, Mr. Schooler ? 

Mr. Scuoorer. The only conversation that I had on this was with 
Mr. Wyckoff and Mr. Gray. 

Senator Kerauver. You did not tell anyone on the outside? 

Mr. Scuooter. No, sir. 

Senator Keravuver. Did you talk with Mr. Bennett about it ? 

Mr. Scuooter. No, sir, not at that point. 

Senator Kerauver. At what point did you talk with him ? 

Mr. Scooter. I discussed a query that I had from the A. P. after 
Mr. Gray testified the first time before this committee. 

Senator Krrauver. That was just recently. 

Mr. Scuooter. That is right, sir. That is the only conversation 
1 had with him. 

Senator Kerauver. As I understand from Mr. McDonald and Mr. 
Cosdon, they did not know anything about it until the 17th or 18th 
when they were called. You gentlemen all found out about it on the 
10th or 11th when the word came from Mr. Gray that he had made up 
his mind. Outside of the ones that you talked about, you have not 
told anyone else. 

Mr. Wyckoff, how do you account for the unusual activity in Idaho 
Power Co.’s stock on the day the certificate was signed ? 

Mr. Wycxorr. I cannot explain it, Senator. I know nothing about 
such things. 

Senator Kerauver. How do you account for it, Mr. McDonald ? 

Mr. McDona.p. I cannot account for it, sir. I did not even know 
that there was any activity. 

Senator Keravuver. Mr. Layton—of our staff—will you explain 
what this graph means ? 
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Mr. Layron. At your request, Mr. Chairman, there has been pre- 
pared a chart from data in the Wall Street Journal on the trading 
in Idaho Power Co. common stock from April 1, 1957, to May 31, 1957. 
It shows for each trading day, there having been two holidays, the 
high, low, and close price, and with respect to volume, the number of 
shares traded. 

Explaining the price line, the top of the line is the high for that day, 
the bottom of the line is the low, and the horizontal bar shows the 
close. 

Senator Kerauver. That is taken from the actual trading? 

Mr. Layron. From the Wall Street Journal. 

Senator Kerauver. We have here that on the 17th of April, so far 
as volume is concerned, whereas there had been less than 1,000 shares 
traded the 16th of April, it went up above 4,000 on the 17th of April. 
Is that correct, Mr. Layton? 

Mr. Layton. Yes, sir. 

Senator Kerauver. We have here an upsurge on the 9th day of 
April, a slight one, in the amount of trade. 

Mr. Layton. That is correct. 

I might go back to the 1st day of April, which was the day on 
which the Supreme Court rendered the decision validating the license. 

Senator Keravuver. There was a little upsurge on that day. 

Mr. Layton. Yes; there were 1,300 shares traded. It then dropped 
down, you will see, for the remainder of the week. On the 8th again 
it was 1,000 shares traded, and on the 9th it jumped to 2,200. 

Senator Kerauver. Then it remained up a little bit the 10th and 
11th. 

Mr. Layton. That is right, until we get to the 17th, where we have 
an outstanding volume on trading of 4,300. 

Senator Kerauver. What happened to the price on the 17th? 

Mr. Layron. As of that time, it reached its all-time high for the 
year as of that date. It closed that date, the 17th, at 3614, up seven- 
eights from the previous day, and was the high for the year as of 
that date. 

Going further to the date of the press conference, on April 25, it will 
be noted, at or around that time when it became public information, 
there was no substantial volume on the 25th, 500, and nothing there- 
after. The 25th was the press conference; the 29th was the press 
release—nothing happened. We then see substantial trading begin- 
ning on May 2. 

Senator Krerauver. Is that Monday, May 2? 

Mr. Layron. That is Thursday, May 2. 

Senator Kerauver. On that day the volume seemed to have gotten 
up to about 8,000, almost 9,000 shares. 

Mr. Layron. Nine thousand. 

Senator Kerauver. What happened to the price? 

Mr. Layton. The price was down on that day; there were 7,800 
shares traded. The closing price was 345%, down five-eighths from 
the previous day. 

However, you will notice that thereafter comparatively substantial 
trading continued with an increase in price, reaching the high for 
the year on May 31, closing that day at 3914, again a new high for 
the year. 
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Senator Kerauver. The purchase of stock then on April 17 would 
apparently by the 8th or 9th of May have made considerable 
points—— 

Mr. Layton. On April 17, it closed at 3614; on May 31 it closed 
at 3914, substantially. 

Senator Kerauver. I saw the general trend of stock during that 
time and they go along on an even keel rather than these fluctuations. 

Mr. Layton. Comparing this with the Dow, Jones average of 
utility stocks, which 1s an average of 15 stocks, not including Idaho 
Power, the movement, while generally upward during this period, 
was a very narrow line, whereas for this stock it would appear to 
have been rather substantial. 

Over the entire year, we might say, from the low of the year, the 
Dow, Jones public utility average to that high gained about 10 per- 
cent. Idaho Power had gained from its low about 30 percent. 

Senator Keravuver. Do you have here anything you can file with the 
committee showing the general average of utility stock during that 
period compared with what happened to Idaho Power ? 

Mr. Layton. Yes, sir. 

Senator Kerauver. We will make that a part of the record. 

(The document referred to faces this page.) 
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Senator Keravver. Do any of you gentlemen have any explanation 
for this unusual activity in Idaho Power Co. stock? 

Mr. Cospon. No, Senator. I was not aware what this chart por- 
trays until I understood you made some reference to it in the record. 

But following the ante of stock is something that is not one of the 
things that we normally do in my office. 

Senator Krerauver. None of you gentlemen own any stock or pur- 
chased any stock during that time? 

Mr. Cospon. I certainly did not, Senator. 

Mr. McDona.p. No, sir. 

Senator Keravuver. It certainly strongly indicates that there was 
some information somewhere in connection with Idaho Power that 
caused very large purchases on the 17th, and a pushing up of the 
stock prices and the volume. It was not made public on the 17th. 
The company knew it, and certain other people knew it, and none of 
you told anyone. But we are very interested in trying to find out 
who did know it, and whether this information which was kept secret 
except to the company and to certain other people was responsible for 
this unusual activity. We have issued subpenas to try to ascertain 
just who these purchasers were on this particular day of April 17. 

Mr. Wyckoff, you have been in this business a long time. Do you 
have any explanation for this? 

Mr. Wyckorr. I have none, Senator. 

Senator Keravver. Isn’t this dangerous, the way you handle 
matters, to tell the company and to tell certain other people before 
you tell the public, so that the company would have an opportunity, 
knowing it was going to get some benefit, before the public generally 
knew about it? 

That is the case, isn’t it, Mr. Wyckoff ? 

Mr. Wyckorr. You are suggesting that the day the certificate is 
issued there should be a press release regarding it? 

Senator Kerauver. I am suggesting that when you let the company 
know, and you let Ebasco know, and you let certain other people know, 
that then they have advance information so that they can, knowing 
there is going to be an event which has not yet been announced, that 
is going to greatly increase the value of the security—but the public 
does not know about it—it gives those who are on the inside an advan- 
— to make a killling on the market? Isn’t that true, Mr. Wyckoff? 

Mr. Wyckorr. Yes; I think so. 

Senator Keravver. I understood that was your usual practice, to 
give this advance notice to the company, or to the company’s repre- 
sentatives, before it was anounced to the public. 

Mr. Wyckorr. We have given no advance notice. We have de- 
livered the certificates to the company, or to the company’s represent- 
ative. 

Senator Kerauver. Before the press release is put out? 

Mr. Wycxorr. Before a press release is put out. 

Senator Keravuver. That is advance notice, is it not? You see, here 
you had at least 8 days, you had from at least the 17th, or 18th, what- 
ever the day was on which the company got notice, but the public did 
not get notice until the 25th. Isn’t that true? 

Mr. Wycxorr. Yes. 
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Mr. Cuumpris. Mr. Chairman, I believe the record shows they file 
the original with the Internal Revenue, and they give a copy to the 
applicant, simultaneously. 

Senator Keravver. I think that is right. 

You mail a copy to the Internal Revenue Department, and you give 
a copy to the applicant or to the applicant’s agent, which in this case 
was Ebasco ¢ 

Mr. Scuooter. Mr. Chairman, I would like to say something along 
that line. 

It seems to me that the procedure of the Tax Amortization Branch 
with respect to the certification of certificates is to issue the journal 
of transactions just as soon as they possibly can, and have it available 
for public scrutiny immediately thereafter, in the new GAO building. 

Senator Krerauver. There is still a lag, as Mr. Wyckoff has said. 
Apparently they follow the practice of just issuing their announce- 
ments twice a month. 

Mr. Scuooter. That has been the procedure now for 5 years. 

Senator Kreravver. Yet the company is notified. Of course, copies 
are mailed to the Internal Revenue Department. These rapid tax 
amortizations, as we know, are of great value to the company and 
would enhance the value of the stock, wouldn’t they, Mr. Wyckoff ? 

Mr. Wycxkorr. They may. 

Senator Krrauver. Mr. Rainwater has testified that these two cer- 
tificates would mean $339 million to the company. That is computing 
compound interest at 6 percent over 50 years; or, a loss to the Govern- 
ment of $83.5 million, or rather, that is what the Government would 
have to pay on the interest over a period of 50 years. 

Now we actually have here from the 10th, when Mr. Gray made up 
his mind—I am not sure whether it was the 9th or 10th that he told the 
people in the White House. Anyway, you got the information on the 
10th from Mr. Gray, and we have from that time until the 25th that 
certain people had confidential information which they could use to an 
advantage, which the general public did not have. 

Isn’t that true, Mr. Wyckoff? 

Mr. Wyckorr. Yes. 

Senator Krravver. Are you still following this system of notifying 
the company and certain other people before the public gets the 
information ¢ 

Mr. Wycxorr. We have from the beginning of the program issued 
press releases every 2 weeks, listing certificates that have been issued 
over a 2-week period, and they have followed the delivery of these 
certificates by mail or person to the applicant. 

Senator Keracver. The actual release to the public was on the 29th, 
that it, when the public really got notice of it, wasn’t it? 

Mr. Scnoorer. April 25. Mr. Gray had the press conference, at 
which time he announced his action. 

Senator Kerauver. The press release was for publication on the 
29th ? 


Mr. Scuooter. It was issued to the press on April 26, for publication 
on the 29th. 

Senator Krrauver. So it was not until the 29th that the people 
actually got notice through the press about it? 

Mr. Scuooter. The 29th was a Monday. 
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Senator Keravuver. Then we find that is when the public got infor- 
mation, and we find 2 days later that there was a tremendous increase 
in the trading and also in the price of the stock. 

4 Mr. Cuumpris. On the 2d the volume went up and the price went 
own. 

Senator Kerauver. And the next day the price went up and con- 
tinued to go up. 

Do you have any questions, Senator Carroll ? 

Senator Carro.u. Just one. 

Senator Keravuver. I just want to say that we expect to follow this 
matter through, because we are going to find out who bought this 
stock. We are going to find out whether this information was used 
by the company, or someone else, for their own personal benefit with- 
out the public having the information. 

I want to say also, that I think this procedure is a very bad policy, 
that it certainly gives those in a position to do something about it a 


lot of advance notice so they can take advantage of the situation 
for their own personal gain. Later on the public is let in, and we 
do not know what happens to the public. 

This chart will be made a part of the record, and also the compara- 
tive chart prepared by Mr. Layton. 

(The charts referred to are as follows :) 
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Senator Kerauver. Mr. Layton, can you tell us what was the aver- 
age number of shares per day, traded over a period of time, of Idaho 
Power Co. stock? 

Mr. Layton. I made no calculation for this year, but for last year 
it was about 700 shares a day. 

Senator Kerauver. So in 1956 it was about 700 shares? 

Mr. Layton. Approximately ; yes. 

Senator Kerauver. So on the 9th, the 17th, and 2d, and a number of 
days following, it was several times the average of 1956. 

nator Carroll. 

Senator Carrott. Mr. Chairman, just to get straight in my own 
mind here—Mr. Wyckoff, who is your superior ? 

Mr. Wycxorr. Mr. Sheppard. 

Senator Carrott. Mr. Sheppard? 

Mr. Suerrarp. That is right. 

Senator Carrot. I am sorry I was not here, Mr. Sheppard, would 
you give your title again? 

Mr. Sueprarp. Yes. I am Chief of the Plans and Operation Divi- 
sion of the production area of ODM. 

Senator Carrott. You are the one who issues the certificates? 

Mr. Sueprarp. That is right; since February 1. 

Senator Carrotu. Directing your attention to April 1, I under- 
stand that was the day of the Sikes Court decision 

Mr. Suepparp. That is right. 

Senator CarroLu. You knew the decision came out; did you? 

Mr. Sueprarp. Yes. 

Senator Carroiu.. With whom did you talk about that decision ? 

Mr. Suepparp. I cannot recall talking with anyone but Mr. Wyckoff, 
I think, just in the nature of a conversation then. 

Senator Carrot. Did you and Mr. Wyckoff talk about it? 

Mr. Suepparp. Yes. At that time, of course, the matter was being 
held by the Director’s office, but no action taken. 

Senator Carrotu. Is there someone else with whom you confer? 
Is Mr. Farrell a part of this same staff ? 

Mr. SuHepparp. Mr. Farrell works for Mr. Wyckoff; yes. 

Senator Carrotyi. He works for Mr. Wyckoff ? 

Mr. Sueprarp. That is right. 

Senator Carrott, Was Mr. Farrell present at this conversation with 
Mr. Wyckoff ? 

Mr. Sueprarp. No. 

Senator Carrot. Just Mr. Wyckoff and yourself ? 

Mr. SHerrarp. That is right. 

Senator Carroxu. Let’s move along from April 1, 2, 3, 4, and 5. 
Did you have any conversation with Mr. Wyckoff on those days con- 
cerning the Supreme Court decision or the action to be taken? 

Mr. Suerparp. I do not recall any at that time. 

Senator Carrot. Let’s go back again to your statement, the fact 
that no action was taken. Explain the word “action” tome? What 
did you contemplate? What was considered ? 

Mr. Sueprarp. Yes; I should explain it this way: Of course, I am 
relatively new in this field, as you understand. The Tax Amortiza- 
tion Branch has been in my Division less than a year. I have been 
the certifying officer only since February 1. At the time I came in, 
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of course, the staff work in this field had been completed. The whole 
question of what should be done with regard to the application for 
a certificate was then up to the Office of the Director of ODM. 

Senator Carroti. You came in, actually, then, February 1% 

Mr. Suerparp. That is when I came in as a certifying officer. __ 

Senator Carrotu. I understand so far, Mr. Chairman, the testi- 
mony will show that, I think, Dr. Gray came in about March 14 or 15. 

Mr. Suepparp. That is right. ; 

Senator Carrott. Who first called to your attention the fact that 
there was such an application pending? How did that come to your 
attention ? 

Mr. Suepparp. I had noticed it, of course—I talked with Mr. Wyc- 
koff at various times, as we would naturally, and I understood that 
there was this application which had been held for some time In view 
of the litigation involved, ia | 

Senator Carroty. You knew this was a very controversial issue ? 

Mr. Suepparp. Oh, yes. 

Senator Carrott. Was that what you meant when you said you 
were waiting for action to be taken; that is, action to be taken by 
the Director ? 

Mr. Suepparp. Director; yes. 

Senator Carro.u. Is that what you discussed with Mr. Wyckoff? 

Mr. Suepparp. I had wondered at that time whether that would 
affect the situation or not. 

Senator Carroti. Did you ever discuss this matter with the Di- 
rector, Mr. Gray ? 

Mr. Suepparp. No. 

Senator Carroti. Are you in the position—is the nature of your 
title such that you would instruct Mr. Wyckoff to prepare any mem- 


orandum, or did you instruct him to prepare a memorandum about 
the action to take ! 


Mr. Suepparp. No, I do not recall 
Senator Carrot. Would that be something that you would insti- 
ate ? 
: Mr. Sueprparp. Something that I could do. However, since I 
covered a number of other fields, a great deal of responsibility is 
placed on Mr. Wyckoff. And as I said previously, I am proud of his 
record. 

Senator Carroti. Did you know that he did prepare such a memo- 
randum ? 

Mr. Suepparp. Which memorandum do you have in mind? 

Senator Carrot. A memorandum with reference to action to be 
taken ? 

Mr. Suepparp. I believe that I was. 

Senator Carrot. He informed you, in other words, if such a mem- 
orandum were prepared, you would be notified of it, would you not, 
in the normal course of transactions ? 

Mr. Suepparp. I might or might not be. I believe in this case I 
did know about it. 

Senator Carroty. I will ask Mr. Wyckoff. Mr. Wyckoff, I think 


the record shows you prepared a memorandum on April 8. Is that 
not so? 


Mr. Wycxorr. Yes. 
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Senator Carroti. Was that transmitted to Mr. Sheppard along 
with Mr. Gray ? 

Mr. Wycxorr. Well, in my discussion with Mr. Sheppard about 
the Supreme Court decision, we agreed that now was the time to see 
that Mr. Gray was advised that the way had been cleared for action. 
The memorandum was prepared right following our discussion 

Senator Carrorn. Now I ask the question: Did Mr. Sheppard re- 
ceive a copy of the memorandum on April 8? 

Mr. Wycxorr. I think so. 

Senator Carroty. That is the memorandum that went to Dr. Gray? 

Mr. Wycxorr. Yes. 

Senator Carrott. That memorandum was prepared, Mr. Chairman, 
on the 8th. 

The reason I desire to point it out is because I had not known about 
pe 8 You see, the first upward movement of the stock was on 
the 9th. 

I merely point that out, I do not give any undue emphasis against 
either Mr. Sheppard or Mr. Wyckoff, but merely bring that into the 
record because I think it has some significance. 

Senator Keravuver. The memorandum was recommending the ap- 
proval of the certificates ? 

Mr. Wrcxorr. It recommended action, Senator. 

Senator Kerauver. It recommended that they be granted; didn’t 
it? 

Mr. Wrcxorr. No. I said I think that action should be taken. 

Mr. Suepparp. Simply pointed out it was a matter that had been 
held up for a long period because of the litigation. That matter had 
been settled; hence, the way was paved for action, whether it be 
favorable or unfavorable. 

Senator Carrot. I understand, Mr. Chairman, that has been cov- 
ered in the record. It was not clear to me, and I merely wanted to 
point it out. 

Senator Keravver. I think it is important to bring it out at this 
point, too. 

Senator Carrouu. I have interrogated Mr. Wyckoff before, and his 
testimony is in the record as to the reason why he did that, why he 
acted on that date and what he meant by action, so I think that has 
been clearly expressed on another occasion, too. 

I have no further questions. 

Senator Keravuver. One further question of Mr. McDonald. 

Mr. McDonald, is that memorandum in your handwriting ? 

Mr. McDona.p. Yes, sir; it is. 

Senator Kerauver. What is the date of it? 

Mr. McDonatp. April 11, 1957. 

Senator Keravuver. Will you read it, sir? 

Mr. McDona.p. Yes, sir. 


Mr. Cospon: As I understand 8. 1795 (Senator Byrd-TA bill) it would make 
the Idaho Power Co. applications ineligible for consideration if passed before 
certification of same. 

Reason 1—The bill establishes a new criteria and specifically states that the 
old criteria is effective for those certificates issued on or before date of enact- 
ment of Byrd’s bill. 

2—States that pending applications which were timely filed under existing 
provisions will be considered timely filed under proposed provisions. 


Cc. R. M. 
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Senator Kerauver. Those are your initials? 

Mr. McDonatp. Yes, sir. 

Senator Kerauver. That will be made an exhibit to your testimony. 

(The document referred to will be found in the files of the com- 
mittee.) 

Senator Kerauver. What was the purpose of that, Mr. McDonald? 

Mr. McDonatp. That was in reply to an inquiry directed to me 
from Mr. Cosdon as to what effect S. 1795 would have on the Idaho 
applications if the bill became law before the applications were com- 
pleted, were certified. 

Sentor Keravver. In other words, you meant you had better get 
busy and get the certificates before the Byrd bill is passed, otherwise 
it won’t be any good ? 

Mr. McDona .p. I do not recall that I had a conversation with Mr. 
Cosdon as to why he asked it, but——. 

Senator Kerauver. Mr. Cosdon asked you to get the information. 
Why did you want the information, Mr. Cosdon ? 

Mr. Cospon. Well, Senator, naturally we follow tax amortization 
matters very closely. We were certainly aware of Senator Byrd’s 
bill, and the indication that he was going—at least it was his 
thought—to change the tax amortization program then in effect. In 
addition to this particular matter we had other tax amortization mat- 
ters eens: and the purpose of this was just to ask Mr. McDonald 
to take a look at the Byrd bill and just give me his opinion as to 
whether or not—not only for Idaho, but as far as any other matters 
we had pending—if the Byrd bill was passed, would ODM be pro- 
hibited from issuing the certificates. 

Senator Kerauver. This referred specifically to Idaho. 

Mr. Cospon. Yes, sir. 

Senator Kerauver. Who, in Idaho, asked you—— 

Mr. Cospon. No one, sir. It just is part of my job—trying to be 
alert, I want, naturally, to see what effect the Byrd bill aaa have, 
mainly on the Idaho situation. 

_ Senator Kerauver. So you did have in mind you better get the cer- 
tificates before the Byrd bill was passed ? 

Mr. Cospon. I was hoping that ODM would issue the certificates. 
We had this matter—— 

“pgmes Keravver. Mr. Wyckoff, was that matter discussed with 
you 

Mr. Wycxorr. Not at all. 

Senator Keravver. That the Byrd bill was pending and you were 
going to have to get moving? 

Mr. Wyrcxorr. No. 

Senator Kerauver. Did you know about the Byrd bill ? 

Mr. Wycxorr. Oh, yes. 

Senator Kerauver. What did you know about it? 

Mr. Wycxorr. I attended the first hearing with Mr. Gray, by Sena- 
tor Byrd, where it was discussed very broadly. 

Senator Keravver. Senator Byrd, as I understand it, thought he 
had an agreement with Dr. Flemming that he was going to hold up 


the certificates, that they were not going to be issued. Did you know 
about that? 


Mr. Wycxorr. I did not. 
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Senator Keravver. Did you hear about it? 

Mr. Wrcxorr. No; I did not, Senator. 

- Senator Keravver. Did any of you other gentlemen hear about 
is! 

Mr. Suepparp. No, sir. 

Mr. Parnewy. No, sir. 

Mr. Farretu. No, sir. 

Senator Keravuver. You did hear Senator Byrd state that; didn’t 
you, Mr. Wyckoff ? 

Mr. Wyrckorr. At the hearing he explained it, I believe. 

Senator Keravuver. It seems that there ought to be some memoran- 
dum in your files with reference to any agreement with Senator Byrd. 
Is there any memorandum that refers to this matter? We haven’t 
found it if it is in the papers you have given us. 

Mr. Wycxorr. I know of none. It may be in Dr. Flemming’s file; 
it is not in our’s. 

Senator Keravuver. Are you the custodian of Dr. Flemming’s files? 

Mr. Wycxorr. No; I am not. 

Senator Kerauver. Where are they? Who is? 

Did he take his files with him, or are they still down there? 
oe Sheppard, you are the chief man down there. Who has the 

es 

Mr. Durst. Senator, I have a recollection that the correspondence 
between Senator Byrd and Dr. Flemming was put in the record, 
Congressional Record, by Senator Byrd. 

Senator Kerauver. You are Mr. Durkin? 

Mr. Durxk1n. Yes, sir. 

Senator Kerauver. What is your position ? 

Mr. Durxrn. Assistant General Counsel, ODM. 

Senator Kerauver. Advising on tax amortization ? 

Mr. Durkin. Yes, sir. 

Senator Keravver. I know, but I mean the memorandum of Mr. 
Flemming’s agreement, if there was such, that he was not going to 
issue the certificates, that he was going to hold them up until Senator 
Byrd could present some legislation. Do you know about that, Mr. 
Durkin ? 

Mr. Durxrn. No, sir. 

Senator Kerauver. Do you have custody of Dr. Flemming’s files? 

Mr. Durkin. I imagine whatever files are down there are available 
to anyone in ODM. 

Senator Kerauver. Will you gentlemen make a thorough study 
to see what memorandum or letter there is in this connection ? 

Mr. Sheppard, I believe you are making a note you are going to 
do so. 


(The letter submitted by ODM is as follows: ) 


JUNE 13, 1957. 
Hon. Estes KEFAUVER, 
Chairman, Subcommittee on Antitrust and Monopoly, 
Senate Judiciary Committee, Washington 25, D.C. 

Dear SENATOR KEFAUVER: This has reference to a request which you made at 
the hearing of the Subcommittee on Antitrust and Monopoly, Senate Judiciary 
Committee, on Wednesday, June 5, 1957. You asked that the files, including 
those of the former Director, Arthur 8S. Flemming, be searched for data indicat- 
ing that Dr. Flemming had assured Senator Byrd that no further allowances 
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of accelerated amortization would be made until the staff of the Senate Finance 
Committee had completed a report on which it was working. 

We have carefully examined the files of this office, including those of the former 
Director, and find that the only data on this matter are the letter addressed to 
Dr. Flemming by Senator Byrd on October 22, 1956, and Dr. Flemming’s reply 
thereto, dated November 20, 1956. As you know, both of these letters were in- 
serted in the April 29 Congressional Record by Senator Byrd. 

Sincerely yours, 
CHARLES H. KENDALL, 
General Counsel. 

Senator Kerauver. Mr. McDonald, you are not a lawyer. Who 
gave you this interpretation of the Byrd bill? 

Mr. McDonatp. No one gave it to me, Senator. I read the bill. 
That is my own ideas on what the bill says. 

Senator Kerauver. Did you talk to anyone at ODM about it? 

Mr. McDonatp. No, sir. 

Senator Kerauver. You did not discuss the bill with Mr. Wyckoff ? 

Mr. McDonaxp. Not that I recall; no, sir. 

Senator Kerauver. Do you have a counsel here in Washington ? 

Mr. McDonatp. Yes, sir. 

Sentaor Kerauver. Who is your Washington counsel ? 

Mr. McDonap. The firm of Reid & Priest. Mr. Poth is the at- 
torney here in Washington, sir. 

Senator Keravuver. Is it P-o-t-h? 

Mr. Porn. P-o-t-h, Senator ; yes. 

Senator Kreravuver. You have an office of the firm of Reid & Priest 
here in Washington ? 

Mr. Porn. That is correct, sir. 

Senator Kreravver. Are you the chief Washington lawyer? 

Mr. Porn. I am the resident partner. 

Senator Kerauver. What is your full name, sir? 

M. Porn. Harry A. Poth, Jr. 

Senator Keravuver. Did you make an analysis of the Byrd bill for 
your plan of action ? 

Mr. Porn. No, sir; I have never seen the Byrd bill that I can recall. 
I, of course, read of it in the newspaper, but that is all. 

Senator Kerauver. You heard about it and read about it? 

Mr. Porn. The newspaper extent only, sir. 

Senator Keravuver. All right. 

Mr. Chumbris, do you have any questions ? 

Mr. Cuumpris. No questions. 

Senator Kerauver. When we recess today, we will recess until 
Friday at 10 o’clock in room 457, at which time we will examine other 
aspects of this matter. 

We will appreciate you gentlemen getting the memorandums, or 
matters called for, for us as quickly as possible. 

Mr. Boonr. Senator, may I say something ? 

On those telephone conversations you requested, I think the gentle- 
men here will have to make more of a research on that, and we will 
give that information to the counsel, just exactly what our records 
show on the telephone conversations. 

Senator Krerauver. Will you send up the record on that; perhaps 
a photostat of it ? 

Mr. Boone. Yes. 
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Now, there may be collect calls. However, anyway we are going 
to run it down. 

Senator Kerauver. Do you have any information about the tele- 
phone calls now ¢ 

Mr. Boonr. The only information we have here now is that they 
have not been able to check, not been able to check yet the early morn- 
ing call to Mr. Kimball. Now, that may be due to several reasons, 
but we will have to check the record, sir, and will inform your 
counsel. 

Senator Keravuver. All right; we will appreciate your doing so. 

Mr. Scxoorter. Senator, do you want me back on Friday ? 

Senator Keravver. We want Mr. Wyckoff to come back on Friday 
if it is possible, and if we want any of the rest of you we will let you 
know. But Mr. Wyckoff, if you can make arrangements, we would 
appreciate it. 

Mr. Boonr. I hate to ask the question, but to avoid a little diffi- 
culty which we sometimes run into with reporters, do we have your 
permission to request a copy of the transcript at our expense from the 
reporter for this day’s hearing ? 

enator Kerauver. You do, indeed. 

Mr. Boonsz. All right; thank you. 

Senator Kerauver. Senator O’Mahoney asks that the record show 
that he was engaged all morning at a hearing on the meatpacking bill 
in the House of Representatives, and for that reason could not be 

resent. 
" We will stand in recess until Friday. 
(Thereupon, at 12:35 p. m., the hearing was adjourned.) 
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FRIDAY, JUNE 7, 1957 


Untrep States Senate, 
SuBcoMMITTEE ON ANTITRUST AND MONOPOLY, 
OF THE COMMITTER ON THE JUDICIARY, 
Washington, D. C. 

The subcomittee met, pursuant to call, at 10:25 a. m., in room 457, 
Senate Office Building, Senator Estes Kefauver presiding. 

Present: Senators Kefauver (presiding), and Dirksen. 

Also present: Senator Carroll, Paul Rand Dixon, counsel and staff 
director; Dr. John M. Blair, chief economist; Peter Chumbris, 
counsel for the minority; Tom Collins, professional staff member; 
George Clifford and Philip Layton, attorneys; and Ray Cole, 
investigator. 

Senator Kerauver. The meeting will come to order. 

Mr. Wyckoff, Mr. English, and Mr. Kendall, counsel for ODM, 
are present. Why don’t all of you come up and sit down around 
the table here? 

Good morning, gentlemen. 

Mr. Wyckoff, I hope you and Mr. Farrell brought some of your 
files with you? Do you have the papers or documents that we sug- 
gested you get? 


STATEMENT OF JACOB B. WYCKOFF, CHIEF, TAX AMORTIZATION 
BRANCH, 0DM; ACCOMPANIED BY JAMES L. FARRELL, ODM; AND 
CHARLES H. KENDALL, COUNSEL, ODM 


Mr. Wyrcxorr. These are our regular files, the ones that you have 
seen. 

Senator Kerauver. Either you, Mr. Wyckoff, or Mr. Gray, were 
asked to furnish a copy of the reply froin Governor Pyle to the ODM 
in connestic with the draft press release. Has that been located 
as yet ¢ 

Mr. Kenpatu. We know exactly where it is. I am going through 
the testimony now to be sure that everything that has been requested 
will be up, and I will make a particular note that Mr. Pyle’s reply 
will be there. 

Senator Kerauver. You don’t have it with you this morning? 

Mr. Kenpatt. No, sir. 

Senator Kerauver. Some time back, Mr. English and Mr. Wyckoff, 
you were going to examine these utility applications to see if any 
of them were granted to small business. Did you locate them as being 
small business ? 

Mr. Enauisu. No, sir. 
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Senator Kurauver. Mr. English, you were speaking to the subject 
of whether any of them were classified as small business ? 

Mr. Eneuisu. No, sir. 

Senator Keravuver. Mr. English, you were speaking to the subject 
of whether any of them were classified as small business. 

Mr. Enetisu. All the applications for the utilities were not classi- 
fied ; none of them were classified as small business. 

Senator Keravuver. Will you tell us again, say, from some particular 
date, January 1, 1955, how many applications there were of utilities 
which were processed by Interior ? 

Mr. Eneuisu. I would have to refer to the record, sir; I don’t have 
it with me. It can be furnished to the committee. 

Senator Keravuver. One point that seems to be hanging fire and 
wasn’t settled was that the Duquesne Power & Light Company of 
Pennsylvania, I believe, was marked by ODM as being small business. 
You, Mr. English, said that was a mistake, but I assume Mr. Wyckoff 
must have marked that as small business, and Mr. Wyckoff was asked 
about it, and was going to get us information concerning it. Do 
you have any information about it now, Mr. Wyckoff ? 

Mr. Wrcxorr. That is in the information which Mr. Kendall has 
assembled at the request of the committee at the last hearing. 

Senator Keravver. Do you have that information assembled, Mr. 
Kendall? 

Mr. Kenpatt. There is a lot of material on my desk which I am 
going through now to try to make sure that it answers all the ques- 
tions raised. Was it a mistake? 

Mr. Wycxorr. Yes. 

Senator Kerauver. You say it was a mistake. 

Mr. Wroxorr. Yes; that was later corrected. 

Senator Keravver. Did you mark it small business ? 

Mr. Wycxorr. It was marked by my office as small business in 
error. 

Senator Keravver. You were going to get up the criteria by which 
= classified certain of these applications as small business. Do you 

ave that ready to submit, Mr. Wyckoff? 

Mr. Wycxorr. That is part of the material that Mr. Kendall is 
assembling. 

Senator Kerauver. Mr. Kendall, when do you think you will have 
this material available? 

Mr. Kenpaxu. I was going over the testimony last night. I think 
I can complete it before Monday evening, before close of business 
Monday. 

Senator Keravver. Then you will have it ready by some time Tues- 
day or Wednesday ? 

Mr. Kenpatu. I could have it over to you Tuesday morning. 

Senator Kerauver. We would appreciate if you would bring it up 
or send it to the staff of the committee and perhaps they may have an 
opportunity of going over it with you. 

Mr. Kenpaty. All right. 

Senator Keravver. I want to try to make clear if I can this morn- 
ing the operation in Interior and also in the Office of ODM with 
aeons to these electric utility fast writeoffs. 

I understood, Mr. English, that you said, or at least you did when 
Mr. Dwyer was here and we were in colloquy with you and with him, 
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that shortly before June 31, 1953, the old office of Defense Electric 
Power Administration, in which Mr. Dwyer said there were some 170 
employees, was abolished, is that correct 

Mr. Eneuisu. That’s right. 

Senator Kerauver. Prior to that time Mr. Dwyer said that you 
were a WOC as an engineer with duties of checking on electric utility 
applications. . : 

Mr. Enetisu. I was a regional engineer prior to that time, that is 
correct, Senator. 

Senator Keravuver. When the DEPA was abolished, you took over 
the work of figuring out percentages of amortization and eligibility 
in line with the five criteria that Mr. Gray set forth in his statement 
on page 13 and 14? 

Mr. Encuisu. I did and that was a part of the performance of the 
regional engineer prior to the time DEPA was dissolved. 

Senator Kerauver. Mr. Gray said in his testimony these were the 
criteria applied by ODM; these criteria being the application should 
be filed within the time limit specified in the goal, the applicants must 
comply with the provision of the goal, and the added capacity to de- 
liver power aa be available by December 31, 1958, the site of the 
developments must be in a dispersed area, and the capacity to be 
added by these projects should fit within the total quantity covered 
by the goal. He said other hydroelectric power developments had 
been certified in the past when all requirements of the pertinent goal 
were satisfied. 

Were those the criteria that you worked by ? 

Mr. Eneuisu. That was the criteria that was established and we 
worked by it. 

Senator Krerauver. Mr. English, when you took over this assign- 
ment, I believe you said that the staff was reduced to 3, the 2 others 
working on different matters but that you handled this by yourself; is 
that correct? 

Mr. Eneuisu. That is correct. Part of my work as a regional engi- 
neer was in continuation of that phase of the work. I had handled 
that phase as a regional engineer prior to the time the DEPA was 
dissolved. 

Senator Kerauver. You handled part of the work? 

Mr. Eneuisu. That’s right. 

Senator Keravuver. After the DEPA was abolished, you handled 
all this by yourself ? 

Mr. Eneuisu. That’s right. 

Senator Kerauver. But you had a secretary to help you. 

Mr. English, you said you were a GS-15? 

Mr. Eneutsu. GS-15. 

Senator Keravuver. How long have you been with the Government ? 

Mr. Enewisn. Since July 1, 1953. Prior to that time I was a WOC 
with the Government. 

Senator Keravuver. Prior to that time you were a WOC? 

Mr. Enotisu. Yes, sir. 

Senator Kerauver. What does WOC mean? 

Mr. Encuisu. Without compensation. 

Senator Kerauver. How long were you a WOC? 

Mr. Eneuisu. From December 3, 1951, until June 30, 1953. 

Senator Keravuver. Who paid you during that time? 
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Mr. EneisH. Kansas City Power & Light Co. 

Senator Kerauver. How long were you with the Kansas City 
Power & Light Co. ? 

Mr. EnewisH. From 1907 up until December 31, 1951, when I 
retired. 

Senator Keravver. Forty-four years? 

Mr. Eneuisu. Forty-four years. 

Senator Keravver. Is that the only company you ever worked for ? 

Mr. Enetisu. That is the only utility I ever worked for. 

Senator Kerauver. You had retired when you came in as a WOC? 

Mr. Eneuisu. I was retired when I came as a WOC. 

Senator Kerauver. I suppose they had a pension program under 
which you retired ? 

Mr. Eneutsu. Yes, sir. 

Senator Kerauver. Was that the only compensation you were get- 
ting from the company ¢ 

Mr. Eneutsu. They continued to pay my salary until DEPA was 
dissolved. 

: I was not a regular employee of the company. I was on the retired 
ist. 

Senator Kerauver. Was Kansas City Power & Light Co. a former 
Ebasco holding company or one that was serviced by Ebasco? 

Mr. Enouisu. They employed the Ebasco company for a portion 
of their engineering.. Ebasco was not a holding company that in- 
volved the Kansas City Power & Light. They did employ Ebasco 
for some services. 

Senator Keravuver. Ebasco is not a holding company. Electric 
Bond & Share used to be the holding company. 

Mr. Eneouisu. The old Electric Bond & Share was a holding com- 
pany and Kansas City Power & Light was not a member of that. 

puatioe Keravver. Ebasco performed some services for this com- 

any? 
: Mr. ENGcuisH. Yes, sir. 

Senator Dirxsen. Who brought you into the Government—Mr. 
Truman ? 

Mr. Eneuisu. The Defense Electric Power Administration sought 
people from the industry to help in the program. I was retiring at 
the time and the company asked me if I would come to Werungton 
and help out in the program and that they would continue my salary 
inasmuch as I waeda have to go ona Wwoc basis. I was not a part 
of the regular payroll of the company after December 31, 1951, but 
they continued to pay my salary to me for my expense while I was 
here in Washington. 

Senator Dmksen. That was the war period. 

Mr. Eneutsu. That’s right. 

Senator Keravuver. Then when was your salary discontinued ? 

Mr. Eneutsu. As of June 30, 1953. 

Senator Kerauver. That is when you started to carry on this opera- 
tion by yourself? 

Mr. Encuisu. That’s right. 

Senator Kerauver. Mr. English, as I understand your previous 
testimony, if the electric utilities application which you were process- 
ing in Interior—and this was under Mr. Aandahl’s division, wasn’t it ? 
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Mr. Enauisu. The residual functions of the DEPA work was trans- 
ferred to Assistant Secretary Aandahl. 

Senator Keravver. If the electric utility came within the goal and 
met these five criteria that Mr. Gray has set forth—that is, if it be 
completed by December 31, 1958 and came within the goal and was 
not in a target area—then you automatically gave them some rapid 
tax depreciation. 

Mr. Eneuisu. The criteria for that will be furnished the committee. 
We are submitting the criteria under the performance where the base 
percentage was issued. That criteria will be furnished to the com- 
mittee in detail. 

Senator Kerauver. What I mean is, if it came within Mr. Gray’s 
criteria, you gave them automatically at least 35 percent. 

Mr. Enouisn. That’s right. 

Senator Kerauver. Then any additional amount would depend upon 
the excess capacity that might be used for mobilization purposes. 

Mr. EnouisH. That’s right, defense purposes. 

Senator Keravuver. But even if they had no excess capacity, they 
would automatically be given 35 percent. 

Mr. Eneouisu. There were certain risks and burdens that will be 
in the criteria that will be furnished to your committee that will ex- 
plain that. 

Senator Kerauver. On the two Idaho projects, Brownlee and Ox- 
bow, in calculating their excess capacity or their contribution to mo- 
bilization or whatever it might be, you figured them at 60 and 65 per- 
cent, is that right? 

Mr. EneuisH. That is correct. 

Senator Kerauver. You have been doing this since July 1, 1953. 
You talk about certain criteria. What were the criteria above 35 
percent ? 

Mr. EnctisH. It was 10 percentage points per year for a maximum 
of 3 years. 

Senator Kerauver. Ten point what? 

Mr. Enewisu. Ten percentage points per year for a maximum of 3 
years. 

Senator Keravver. I don’t understand what you mean 10 points 
each year for a maximum of 3 years. 

Mr. Eneuisu. That was the overdevelopment percentage, there was 
a basic formula which gave the utilities for reserve capacity a credit 
of 10 percentage points per year for a maximum of 3 years and the 
base percentage was 35 percent, the reserve capacity was 30-percent 
maximum, to vary from 5 percent to 30 percent, depending upon what 
the overdevelopment was. 

Senator Kerauver. So you start out with 35 percent and then for 
each point above that, you would give an additional 10 percent. 

Mr. EnewisH. It was broken down into units of 5 not 10. 

Senator Keravver. Sir? 

Mr. Enetisu. It would be broken into units of 5, not 10, it could be 
40, 45, 50, 55, or 60 percent, whatever the calculations run to. 
Seater Keravver. So the most you gave in any case was 65 per- 
cent ! 

Mr. EnetisH. Yes, sir. 

Senator Keravver. Didn’t you give 75 percent in the case of the 
Yale Dam ? 
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Mr. Eneuisn. That was prior to the time I was with DEPA and 
that was a special calculation made for that project. 

Senator Keravuver. Brownlee got the maximum of 65 and Oxbow 
got next to the maximum of 60, is that correct ? 

Mr. Eneuisu. That’s right. 

Senator Keravver. Mr. English, I believe you also testified that in 
the processing of these applications, the only ones that were turned 
down, either by you or by ODM, after they left you, were on the basis 
ri ae were not in a dispersed area or that they did not come within 

e goal. 

Mr. Enerisu. I think that is correct, there may be some special 
cases, I don’t recall, but I don’t recall of any now. 

Senator Keravver. So far as you recall, all that came to you and 
you gave some rating to be certified unless it was later determined 
they were in a target area or did not come within the goal ? 

Mr. Eneutsn. That’s right. 

Senator Keravver. After you took over, didn’t you go out into the 
field to make investigations? 

Mr. Eneutsu. No; I made no field investigations of any of them. 

Senator Kerauver. Nobody under your supervision did ? 

Mr. Enettsu. No, sir. 

: Senator Keravver. Did you stop using the WOC’s when you came 
in ¢ 

Mr. EnouisH. You mean as of July 1, 1953? 

Senator Keravver. Yes, sir. 

Mr. Enewisu. There were some consultants. There were consult- 
ants brought in after that, but there were no WOC’s on the staff of 
Secretary Aandahl. 

Senator Keravver. Did you use WOC’s after July 1, 1953, or did 
you do all the work yourself? 

Mr. Eneuisu. I did it all myself. 

Senator Kerauver. What is the difference between a consultant and 
woc? 

Mr. EneusH. A WOC is ordinarily on the staff for some length 
of time, the consultant may be on a day-to-day basis. 

Senator Keravuver. A consultant receives pay ? 

Mr. Enouisu. That’s right. He is paid for the service he renders 
on a day-to-day basis. 

Senator Keravuver. You did not use any WOC’s after July 1, 1953, 
but there were some consultants around. 

Mr. Eneuisn. No; I think there was one occasion when we called 
in a consultant. 

Senator Krerauver. What was that occasion, and who was the con- 
sultant ? 

Mr. Encusu. To bring a report up to date. That consultant was 
Mr. Cliford Beardsley. 

Senator Kerauver. Who was he? 

Mr. Eneuisu. He was one of the consultants with the old Defense 
Electric Power Administration. 

Senator Keravuver. Is he a regular consultant of the Interior De- 
partment ? 

Mr. Encutsu. No; he was with DEPA and had worked on certain 
phases of it and it was a report that had to be brought up to date. 
He was called back to assist in bringing that report up to date. 
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Senator Kerauver. What company was he with? 

Mr. Eneuisn. He was with Con Edison in New York but had re- 
tired prior to the time he came to DEPA. 

Senator Kreravuver. That is the only occasion you used a consultant? 

Mr. Eneuisu. That’s right. 

Senator Keravuver. Were there any unpaid consultants around to 
help you? 

Mr. EnauisH. No, sir. 

Senator Krerauver. We asked for the list of any consultants whom 
you used. If that is the only one, that satisfies the demand. Is that 
part of the information you are getting? 

Mr. Kenpati. Yes; we had none. We are checking it with the 
field. And that is the information we will get for you. 

Senator Keravver. Outside of Mr. Beardsley, you had no con- 
sultants and you handled it all by yourself ? 

Mr. Eneuisu. That’s right. 

Senator Kerauver. Then, Mr. English, would the application come 
to ODM first and be referred over to you and then you would figure 
the percentage and then send it back to ODM; is that the way you 
operated ? 

Mr. Eneuisu. No; I reviewed the application, to see if it qualified, 
to see that the statistical information in the application was correct 
and then I proceeded to calculate the percentage and referred it back 
to ODM. 

Senator Kerauver. With percentage calculated, did Mr. Wyckoff 
get it then? 

Mr. Wyckorr. Yes, sir. 

Senator Keravver. It would come from Mr. English to Mr, Wyckoff. 
Mr. Wyckoff, when it came to you, you would check the dispersal 
matter, that is whether it was in a target area or not? 

Mr. Wxcxorr. Yes. 

Senator Kerauver. If it was in a target area, it would be turned 
down on that basis? 

Mr. Wrcxorr. Yes, sir. 

Senator Keravuver. You would also check whether it was in the 
general goal for electric utilities ? 

Mr. Wycxorr. The recommendation stated that there was a place 
in the goal and it had been charged against the goal and it therefore 
qualified within the goal. 

Senator Kerauver. If it qualified within the goal and was in a 
dispersed area, then you would approve it, is that true? 

Mr. Wrcxorr. Yes, 

Senator Kerauver. Did you turn down any for any other reasons 
except that they didn’t qualify within the goal or were not in a 
dispersed area. 

Mr. Wrcxorr. I known of none. 

Senator Keravuver. This is work you handled yourself, Mr. Wyckoff. 

Mr. Wycxorr. It was handled for me. 

Senator Kerauver. Who handled it for you? 

Mr. Wycxorr. Mr. Farrell. 

Senator Kerauver. Was he the only other man who handled it 
for you. 

Mr. Wyroxorr. Yes; I relied on him to bring it to me when the work 
had been completed by the clerical staff and his own review. 
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Senator Kerauver. So you and Mr. Farrell, you handled it in ODM 
after you got it from Mr. English, is that correct? 

Mr. Wycxorr. Yes. 

Senator Kerauver. Did you have any consultants or WOC’s to as- 
sist you in this after July 1, 1953, or did you and Mr. Farrell handle it 
altogether ? 

. Wycxorr. We had no consultants. 

Benater Keravuver. How about WOC’s, advisers or whatever they 
are ? 

Mr. Wrcxorr. We had no WOC’s in connection with any of these 
applications. 

enator Keravver. So you and Mr. Farrell did it by yourselves and 
he helped you under your supervision, is that right? 

Mr. Wrcxorr. Yes. 

Senator Kerauver. That is the way all of these electric utility ap- 
plications were passed upon? That was the procedure? 

Mr. Wrcxorr. That was general procedure; yes, sir. 

Senator Keravuver. Mr. Wyckoff, we have asked Mr. English how 
Jong he had been with the Government. You have been with the 
Government quite a long time, haven’t you ? 

Mr. Wrcxorr. Since 1938. 

Senator Kerauver. In Agriculture, in one agency or another? 

Mr. Wrcxorr. Yes. 

Senator Kerauver. What was your experience prior to that? 

Mr. Wrcxorr. I was with the United States Chamber of Commerce 
from 1918 to 1937 in the publishing end of the organization and as 
assistant business manager of Nation’s Business and later as the busi- 
ness manager for a number of years. 

Senator Keravuver. Is that before you were with the Chamber of 
Commerce ? 

Mr. Wycxorr. That was with the Chamber of Commerce. 

Senator Kerauver. That was while you were with the Chamber of 
Commerce? 

Mr. Wycxorr. Yes. 

Senator Keravver. Mr. English, how did you figure Oxbow at ex- 
cess capacity? You arrived at 60 percent certification. How did you 
get it above 35 percent ? 

Mr. EneuisH. The reserve figures, the reserve capacity over and 
above what was required to meet the normal growth trend. 

Senator Keravver. Do you have the details about how you figured 
it, Mr. English ? 

Mr. Eneuisu. We established a normal growth trend from a pattern 
between 1939 and 1949, and that is the average growth of the utility 
over that 10-year period. We take that percentage and reduce it to 
the national average from 1925 to 1949, and with that percentage we 
extend their load beginning with 1950 and project it through the year 
that the unit comes into service and that gives their normal load re- 
quirements. Then we take the capacity additions that have been added 
and come out with a capacity figure. Then we deduct a reserve from 
that capacity figure which includes forced outgoes and maintenance 
and regulation and so forth. 

We come out with the net capacity. The difference between the nor- 
mal low trend and net capacity will give a system reserve and that 
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reserve is a calculation for the additional 30 points over and above the 
base percentages. 

Senator Keravver. Are your calculations kept by you or do you use 
your calculations in _—— the percentage and send the percentages 
on to Mr. Wyckoff. You say you ie t the calculations. 

_ Mr. Encuisn. A copy of the baleiglationia goes with the recommenda- 
tions. 

Senator Keravuver. Do you have the calculations that you submitted 
on Oxbow ? 

Mr. Eneuisu. No; I think the committee has them. They have 
them as part of the record. 

Senator Kerauver. Then these would normally be sent under the 
signature of Mr. Aandahl? 

Mr. Eneuisu. That is correct. 

Senator Kerauver. Did Mr. Aandahl always take your figures or 
your recommendations ? 

Mr. Eneuiisu. He would have to speak for himself. I assume he did. 

Senator Keravuver. You don’t know of any that were changed ? 

Mr. Enauisu. None that I know of. 

Senator Kerauver. After Mr. Seaton took office, the only applica- 
tion that ever reached him was the one on Idaho Power ? 

Mr. Eneuisu. I couldn’t answer for that. You would have to have 
that answered by Mr. Seaton. 

Senator Keravuver. I think he said that was the only one he ever 
personally made a recommendation about or objected to. 

Now, Mr. English, Mr. Gray testified that in early 1955 there had 
been a suspension of the goal. Apparently no electric utilities appli- 
cations were being processed because the goal had been suspended. 
Then in the early part of 1955, the Interior Department and ODM 
stafis reviewed the situation, and apparently as a result of these con- - 
ferences the goal was extended from 1956 to the end of December 1958, 
the kilowatt goal was raised to 150 million kilowatts by December 31, 
1958, and the peak load or the ae over peak load was raised from 
14 to about 24 percent. Are you familiar with that? 

Mr. Eneuisu. I participated in that meeting; yes, sir. 

Senator Kerauver. Who else participated in that meeting ? 

Mr. EneuisH. There was the staff of ODM, Interior, and I am not 
sure whether FPC was part of that group or not, I am not positive. 

Senator Keravuver. Will you attempt to name the people who par- 
ticipated in the meeting ? 

Mr. Eneuisu. There was Mr. Stehman, of ODM, there were others 
from the ODM staff, I don’t recall their names. There was Mr. Gard- 
ner George of the Interior, and myself from Interior who participated 
in the meeting. 

Senator Kerauver. Was Mr. Wyckoff there ? 

Mr. Enauisu. No; he was not present at that meeting. 

Mr. Wyckorr. I was not there. 

Senator Kerauver. No one else was there? 

Mr. Enouisu. There were others from the staff of ODM, but I don’t 
recall who they were. 

Senator Kerauver. Did you have any WOC’s or any advisers there ? 

Mr. Eneuisn. ‘There were no WOC’s nor any consultants there. 
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Senator Kerauver. How many were in the meeting altogether, do 
you think, Mr. English ? 

Mr. Eneuisu. Not to exceed six. 

Senator Kerauver. Did you have several meetings or did you have 
just one meeting ? 

Mr. Eneuisu. As I recall about two meetings. 

Senator Kerauver. Can you place the time when these meetings 
were held ? 

Mr. Encuisu. It was between the time that the goal was suspended 
and the time that it was reopened. 

Senator Kerauver. When was the goal suspended ? 

Mr. Enewisu. It was in December 1953. I would say the meetings 
were held probably in February, March 1955. 

Senator Kerauver. Weren’t the goals suspended in December 1953 ? 

Mr. Eneuisu. Yes; it was between the time that the goal was sus- 
pended and it was reopened for the 150 million kilowatts. I would 
say the meetings were held probably in February or March of 1955. 

Senator Kerauver. The goals were suspended in December 1953 
and they were reopened in April 1955, is that right? 

Mr. Eneuisx. That’s right. 

Senator Kerauver. Then the goals were reopened just about the 
time of the meeting ? 

Mr. Enewisu. Reopened I would say probably 60 days after the 
meeting. 

Senator Kerauver. Didn’t Interior disagree with ODM about the 
reopening of the goals? 

Mr. Eneuisu. The goal was established by ODM on full mobiliza- 
tion basis and as far as I know there was no disagreement with 
ODM. As far as I know there was no disagreement by Interior on 
- the 150 million kilowatts. 

Senator Keravver. Aren’t you familiar with letters written by In- 
terior objecting to the raising of the goal 

Mr. Eneuisu. I think the goal originally was based on partial mobi- 
lization. 

Senator Keravver. Sir? 

Mr. Eneuisu. The original goal of 116 million was based on par- 
tial mobilization. ODM reviewed it. 

Senator Kerauver. Wasn’t that 117 million ? 

Mr. Enotisu. Yes; that was approximately it; 116 at the end of 
1955. There was an extra million of AEC within the goal which was 
1956 projects. 

Senator Kerauver. I know but my question was: Didn’t Interior 
recommend against the 150 million? 

Mr. Enouisx. To my knowledge they didn’t recommend against it. 

Senator Keravver. Wasn’t Mr. Aandahl there, and didn’t he make 
known his position ? 

Mr. Eneuisn. As far as I know, there was no recommendation made 
against the goal of 150 million kilowatts. 

Senator Kerauver. What recommendations were made against the 
change of the goal in any respect ? 

Mr. Eneuisu. I think there was a recommendation that there was 
sufficient capacity to meet the civilian requirements and partial mobi- 
lization at the end of 1955. 
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There was a recommendation made by Interior, and it was felt that 
there was no need to extend the goal under those conditions. 

Senator Krrauver. So there is no need to extend it in time; is that 
what you are talking about ? 

Mr. Eneuisa. Under the civilian requirements and partial mobili- 
zation. 

Senator Kerauver. Then there was a recommendation against ex- 
tending it to December 31, 1958. 

Mr. Eneutsu. As I recall, after ODM reviewed it under full mobi- 
lization conditions, and extended it to 150 million kilowatts. There 
was no protest from Interior. 

Senator Kerauver. Wasn’t there an objection on the part of Inte- 
rior to raising the goal ? 

Mr. Eneuisu. No, not that I know of. 

Senator Kerauver. Didn’t Interior think that 15 percent above ca- 
pacity was enough—and they objected to the 24 percent? 

Mr. Encuisu. No; there was no objection to the percentage. The 
objective of the goal was to create a percentage over and above what. 
the normal requirements of the utilities would be. 

Senator Kerauver. Will you produce the exchange of correspond- 
ence between Dr. Flemming and Mr. Aandahl in connection with this 
meeting and the raising of the goal ? 

Mr. Eneuisu. I will produce what correspondence is in the records. 
I don’t know what is in the record. Some transpired. 

Senator Kerauver. Members of my staff say they have seen the cor- 
respondence, and there were objections on the part of Interior and 
that Dr. Flemming overruled them. 

Mr. EneuisH. I think when you read that correspondence—— 

— Keravuver. Mr. Wyckoff, do you remember anything about 
that ¢ 

Mr. Wyckorr. I had nothing to do with that. 

Senator KerAuver. Were you at the meeting ? 

Mr. Wyrcxorr. I was not. 

Senator Kerauver. Do you remember the meeting or have you been 
informed about it ? 

Mr. Wycxorr. Only through what I have read about it. 

Senator Kerauver. What did you read about it? 

Mr. Wycxorr. I read about it in the report which went to the joint 
committee, sir. 

Senator Kerauver. Did you read the correspondence? 

Mr. Wycxorr. No; I did not. 

Senator Keravuver. Do you know whether there was objection on 
the part of Interior to raising the goal or not ? 

Mr. Wycxorr. I do not. You see I have nothing to do with the 
establishment of expansion goals. I operate within the goals after 
they are established. 

Senator Krravuver. So that was a function of the director and of 
Interior, is that right? 

Mr. Wycxorr. Yes. 

Senator Kerauver. Mr. Farrell, do you know anything about it? 

Mr. Farretxi. No; I operate under Mr. Wyckoff and wasn’t involved 
in the setting of expansion goals. 

Senator Kerauver. Mr. Kendall, do you know about it? 
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Mr. Kenvatu. I knew it was extended and increased in April 1955. 

Senator Keravuver. Do you know what reasons were given for in- 
creasing it ? 

Mr. Kennatu. Yes; as I remember it, it was to create an electric 
producer capacity that would be adequate to full mobilization if full 
mobilization became necessary. 

Senator Keravuver. Do you know whether Interior objected or not, 
Mr. Kendall ? 

Mr. Kenpatu. No; my impression is that Interior agreed that the 
150 million kilowatts by 1958 would substantially meet the full mobili- 
zation requirements. ‘That is my impression. 

Senator Kerauver. Idaho Power made its application for a license 
back when the program had been suspended and before the goal had 
been raised. It represented to the public and to the Federal Power 
Commission that it could get along with conventional financing and 
that this wouldn’t cost the taxpayers or the Federal Government any 
funds. You know that to be true, Mr. English ? 

Mr. EneuisH. Yes, sir. 

Senator Keravver. As a matter of fact, they filed before the Korean 
emergency. 

Mr. Eneuisu. They filed during it, I believe. 

Senator Keravver. In June 1947, before there was any program. 
Then they amended their applications shortly after that. 
m5 EneuisH. Are you speaking about a license application to the 

Senator Keravuver. Yes. 

Mr. Enatisx. I don’t know about that. 

Senator Keravver. Then after the goals were raised in these meet- 
ings early in 1955 and Idaho Power Co. applied for the certificates 
in August 1953—— 

Mr. EneuisH. That was the date of the original application. 

Senator Kerauver. Mr. Wyckoff, an article in the Wall Street 
Journal, written after our meeting the day before yesterday, says that 
you stated when these certificates had been acted upon and when a 
decision had been made to grant them or a least when they had been 
signed, anybody could come in and get information about it and you 
would give it to them. 

Specifically the Wall Street Journal of June 6, 1957, says: 

Mr. Wyckoff told a reporter after the hearing that information on awards of 
certificates for tax aid is available immediately after the permits are issued. 
“People come in pretty regularly,” he said, “to look at a current journal of 
awards.” 

Is that right ? 

Mr. Wrcxorr. Yes. 

Senator Keravuver. It says further: 

However, he added, a journal notation of the Idaho Power permits—technically 
issued on April 17—wouldn’t have been made until April 24, because new pages 
aren’t added until there is enough information to fill a page. But there was 
nothing to stop anyone from asking for and receiving the same information by 
telephone on April 17, he said. He added he didn’t recall any telephone requests 
for this information. 

Is that a correct representation that you made? 

Mr. Wroxorr. Yes; that was in answer to the question which the 
reporter asked me. He said if someone should call you after a cer- 
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tain certificate has been issued would you give them the information 
immediately and my only answer was “Yes.” 

Senator Kerauver. There wasn’t anything to keep anybody from 
me and getting the information after April 17, is that what you 
sal 

Mr. Wycxorr. Yes. 

Senator Kurauver. Mr. Farrell, do you agree with that? 

Mr. Farretu. That is essentially, I think, the case. 

Senator Keravuver. Do you agree with it or not? You were there; 
you are Mr. Wykoff’s assistant. 

Mr. Farrewui. Yes; I guess so. 

Senator Kerauver. You do agree. 

Mr. Farreny. Yes. 

Senator Kerauver. Did not Mrs. Hughes call you on April 22 and 
ask whether these certificates had been issued ? 

Mr. Farreuy. I don’t recall any phone call. We get a great many 
calls about certificates and usually when we do I look at the journal 
that we have available and, of course, the journal that the Idaho 
ee cases were included on wasn’t put on the desk until late on 

pril 24. 

Senator Kerauver. You stated you were aware of this on April 17, 
that it had been issued on April 17. You knew about it then. 

Mr. Farrewu. Well, the certificate of course had been written up 
and from that point of course I don’t follow it until I see the journal. 

Senator Kerauver. You said you knew it; it had been written up 
and signed on April 17. That was you testimony the other day. 

Mr. Farretzi. Well, I know it had been written up an signed. I 
didn’t know when the certificate was actually picked up or whether 
it was picked up or mailed out. 

Senator Krravuver. You knew it had been written up and signed on 
April 17. That is what you testified the other day and that is what 
you say now. 

Mr. Farrett. That’s right. 

Senator Kerauver. You agree with Mr. Wyckoff that anybody who 
called could get information about it after it had been written up 
and signed. 

Mr. Farrewu. That’s right, 

Senator Keravuver. Mrs. Hughes, what is your full name? 


STATEMENT OF MRS.,.SARAH HUGHES, ELECTRIC CONSUMERS 
INFORMATION COMMITTEE 


Mrs. Huecues. Mrs. Sarah Hughes. 
Senator Knrauver. What do you do? 
Mrs. Hucues. I work for the Electric Consumers Information 
Committee. 

Senator Kerauver. Did you call Mr. Farrell on April 22? 

Mrs. Hueues. Yes. 

Senator Kerauver. Did you get Mr. Farrell on the phone? 

Mrs, Hueues. Yes; I did. 

or Keravver. What did you say to him and what did he say 
to you 

Mrs. Hucues. I asked him if he knew whether any certificates had 
been granted for the Idaho Power Co., and he said as far as he knew 
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they had not. Then I said, well they are still pending, and he said 
“Yes.” And I said do you have any idea whether they might be 
granted soon and he said as far as he knew they would remain 
pending. 

Senator Kerauver. Was that on April 22? 

Mrs. Hueues. Yes, sir. 

Senator Kerauver. Was anybody present when you called 

Mrs. Huenes. Yes; Mr. Paul Nelson of the National Rural Electric 
Cooperative Association and Mr. George Taylor, my boss. 

Senator Kerauver. Are they present ? 

Mrs. Hueues, Mr. Taylor is. 

Senator Keravuver. Mr. Taylor, do you certify that is what you 
heard in the conversion ¢ 


STATEMENT OF GEORGE TAYLOR, ELECTRIC CONSUMERS 
INFORMATION COMMITTEE 


Mr. Taruor. Yes, sir. I was in the office standing by her desk at 
the time the call was made and this is substantially what she told us 
as a result of the call. 

Senator Keravuver. This was on April 22. 

Mr. Taytor. Yes, sir. 

Senator Keravuver. How do you know it was the 22d? 

Mrs. Hucues. When the certificates were issued on the 25th we re- 
called the incident and I had that definitely in mind. 

Senntor Keravver. You had that definitely in mind that it was the 
22d ? 

Mrs. Hueues, Yes; that was Monday. 

Senator Keravuver. You wanted to find out about it, is that it? 

Mrs. Huenes. The way that it came up was that Mr. Nelson, who 
was working on testimony to present to the Byrd committee, the Joint 
Committee on Internal Revenue Taxation, came in and asked me if I 
= check on it. We didn’t have any idea that they had been 
issued. 

Gentior Keravver. To find out whether they had been issued or 
not ¢ 

Mrs. Hucues. Yes. 

Senator Keravuver. Mr. Farrell told you they had not been? 

Mrs. Hucues. That’s right. 

Senator Keravver. Mr. Farrell, what do you say about that? 

Mr. Farrewxi. I don’t recall—we get a lot of telephone calls. I don’t 
recall this particular one. 

When we get calls I look on the journal. 

Senator Kerauver. Mr. Farrell, you didn’t need to look on the 
journal. You testified here that you knew it had been issued on the 
17th; it was signed. Why didn’t you tell this lady like you people 
told Ebasco? She was calling later than Ebasco. Mr. Wyckoff called 
up Ebasco and told them to come over and now this lady calls 5 days 
later and tries to get information—she was trying to get information 
at the request of the N. R. E. C. A.—and you won't tell her. 

Mr. Farretu. I say, the routine is, that when we get a call to look 
on the journal which is the official paper we have when the cases have 
been finally finalized and had been mailed out. 

Senator Keravuver. You didn’t have to look on the journal when you 
told Ebasco, did you, Mr. Wyckoff ? 
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Mr. Wycxorr. No. 

Senator Keravver. You had it written out and delivered to them? 

Mr. Wycxorr. Yes. 

Senator Keravver. There is an awful lot of secrecy and mysterious 
handling of this whole matter. 

After all, this $83,500,000 belongs to the taxpayers. I don’t think 
the public likes this information going to some people and kept secret 
from others. 

You didn’t have to look in the journal to know whether it was 
issued or not. You knew about it. It was an important case. 

Mr. Farre.u. That is our routine practice to give information from 
the journal to people who call about the cases. 

Senator Keravver. Your testimony the other morning was you 
knew it was signed on April 17; you didn’t have to look in the journal 
to know that. 

Mr. Farre.y. I knew it had been signed. I didn’t know whether 
it had been mailed or what happened to it. We have a great many 
cases, and we use the journal as the official document. 

Senator Keravuver. You don’t mean to tell me, Mr. Farrell, that you 
had a great many cases so you didn’t know about this Idaho Power 
case after all the publicity and all the controversy and all the informa- 
tion that had been created about it; it was not a usual case that you 
had to look at the journal. 

Mr. Farrewy. 1 was following the journal rule that we were fol- 
lowing In the office. 

Senator Keravuver. I am unimpressed with you not knowing about 
it and not telling this lady about it when you had the information. 
You didn’t need to look in the journal. 

Now, here is another example: 

The Florida Power & Light certificate was issued on July 14, 1955, 
for $9,800,000, and a press release put out on August 8, 1955. That 
was an interval of 25 days. The second one shows Pennsylvania Power 
& Light was issued a certificate on July 19, 1955, for $20,475,000. The 
press release was issued on August 8, 1955. 

Carolina Power & Light issued July 21, 1955, for 2 certificates; $17,- 
925,000 and $17,802,000. Press release August 8, 1955. 

Kansas City Power & Light—that is your old company, Mr. English. 

Mr. Eneutsu. That’s right. 

Senator Keravver. Certified June 11, 1955, $27 million. 

Another one for $26 million, press release August 8, 1955. The 
average is about 3 weeks after issuance until the public is informed. 
But you called the company and sent a copy to Internal Revenue right 
after the Idaho certificate was issued, Mr. Wyckoff. 

Mr. Wycxorr. Yes. 

Senator Keravuver. When did you start inaugurating that program? 

Mr. Wycxorr. Senator, I think Mr. Schooler explained his system, 
the schedule under which he issues the press releases when he was 
here at the last hearing. 

Senator Keravuver. I think you agree that system gives the company 
getting the inside information a chance to do all kinds of manipula- 
tion to take advantage of the inside information they have gotten and 
make a killing on the stock market. 

Mr. Wycxorr. There has been a gap between the date of the delivery 
of the certificate to the applicant and the date of the press release. 
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Senator Kerauver. What you told the Wall Street Journal doesn’t 
conform to the practice of Mr, Farrell either, does it? It didn’t apply 
in the Idaho case because this lady called 5 days after it was issued. 

Mr. Wxcxorr. I know of no time when I was asked if a certificate 
was issued that I did not go to our records and determine if and 
when it has been issued. I know of no time that I have done any- 
thing different. 

Senator Keravver. Apparently, Mr. Wyckoff, issuing that on the 
17th and not putting it on the journal until the 24th, if that is the 
record you go to, still gives the company 6 days in which to have 
inside information, doesn’t it? 

Mr. Wyrcxorr. Yes. 

Senator Keravuver. The stock market had already gone up, Mrs. 
Hughes, or the volume had gone up when you called, hadn’t it? 

Mrs. Hucues. I wasn’t aware of it. 

Senator Kerauver. You are not in the stock market? 

Mrs. Hucues. No, unfortunately. 

Senator Keravuver. You work for the consumers, is that it? 

Mrs. Hucues. Yes. 

Senator Kerauver. Mr. Farrell, why didn’t you tell Mrs. Hughes 
the truth about it; you knew the truth. 

Mr. Farrevyu. Well, I repeat our general rule is to look on the jour- 
nal which is put out on the table for public inspection when every- 
thing is finalized on the various cases. 

Senator Keravver. I know but you look in the journal to get in- 
formation; you already had the information. 

Mr. Farretu. I had the information of course that it was signed. 
I didn’t know what happened to it after that point. 

Senator Kerauver. You knew that Ebasco had already come over 
and picked up the certificate ? 

Mr. Farretz. I had no information that they had. 

Senator Kerauver. You knew they had been called to come over. 
I want to repeat, Mr. Wyckoff, from the Wall Street Journal: 

But there was nothing to stop anyone from asking for and receiving the same 
information by telephone call on April 17. 

You said that, Mr. Wyckoff, and apparently the only thing to pre- 
vent getting information was your assistant, Mr. Farrell. 

Mr. Farrevyi. I didn’t know that Mr. Wyckoff had called. My 
function had stopped when the certificate was handed to the typist 
and from that point on it is out of my hands and until I see the official 
journal, I don’t follow the case further. 

Senator Keravver. All right, thank you, Mrs. Hughes. 

Now, Mr. Rucker, will you and Mr. Rainwater come up ? 

Mr. Rucker, will you identify yourself? 


STATEMENT OF GEORGE RUCKER, NATIONAL RURAL ELECTRIC 
COOPERATIVE ASSOCIATION 


Mr. Rucker. My name is George Rucker. I am at the moment 
employed as an economic consultant by the National Rural Electric 
Cooperative Association doing research work for them. 

Senator Keravuver. What is your education ? 

Mr. Rucker. I am a graduate student in economics at the Univer- 
sity of Oklahoma working on my dissertation. 
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Senator Kerauver. What are your degrees? 

Mr. Rucker. I have a BA and MA, Senator. 

Senator Kerauver. In what? ae 

Mr. Rucker. The BA is in history, the master’s degree is in gov- 
ernment. - 

Senator Keravuver. Do you know how to calculate compound inter- 
est. 

Mr. Rucker. Well, Senator, our organization has been, as you 

robably know, for some time interested in the rapid tax ee ram as 
it affects the electric utility field. We put out regularly a book called 
the Power Facts Handbook. In it we include tables on this material. 
We had done independent calculations on the value of these certifi- 
cates, using a method which we assumed was reasonable. When Mr. 
Rainwater testified before this committee as to the calculations that 
the FPC had made, their benefits figure for the Idaho Power Co. 
was somewhat larger than ours and I checked with them. 

Senator Keravuver. With whom? 

Mr. Rucker. With Mr. Rainwater and Mr. Gates and Mr. Heim in 
his office and talked to them about how they computed it and got their 
methodology from them. Since then I have applied their method- 
ology to a number of the certificates—in fact to all the certificates 
issued from January 1, 1955, through the end of the goal in April, 
that is through the Idaho Power certificates. 

Senator Keravuver. January 1, 1955, through April 1957, is that 
it? 

Mr. Rucker. Yes, that is correct. 

(The tabulations referred to follow :) 


CERTIFICATES OF NECESSITY ISSUED By ODM Unper Goat 55, January 1955 
THROUGH ApRIL 1957, WirH ESTIMATED BENEFITS TO COMPANIES AND COST TO 
TAXPAYERS 


SUMMARY SHEET 


In the period from January 1, 1955, through the end of the goal 55 program in 
April 1957, the Office of Defense Mobilization issued some 96 certificates of ne- 
eessity under this goal. These certificates allowed rapid amortization on a to- 
tal investment of $1,173,522,100. The projects involved were scheduled 
to secure an expansion of 13,013,550 kilowatts in electric-power capacity. These 
certificates represented interest-free loans to the recipient companies totaling 
$524,425,600. Using the Federal Power Commission’s method of calcu- 
lation (which assumes a 3.5 percent cost of money to the Government), these 
will cost the taxpayers a total of $787,619,300. Again using the FPO 
method of calculation (which assumes the 6 percent return normal on the in- 
vestment of regulated utilities), they represent a total net benefit to the favored 
companies of $2,621,318,500. 

The semiannual totals are as follows: 


[Dollar amounts in thousands] 


| Num- 





























| 
Expansion | Net benefit 
Period ber of | in killo- Amount Interest- to com- Cost to 
certifi- watts allowed free loan panies taxpayers 
| cates 

0 ag a ae ee le a 
January-June 1955--......-....-.- 4 | 203,000 | $15, 282.6 | $6, 754. 9 | $23, 652. 2 $8, 098. 5 
July-December 1955. .......------ 51 | 6,827,450 | 604,615.7 | 270, 700.2 /|1, 422, 998. 6 420, 503. 9 
January-June 1956_.....-.....-..- 37 | 5,151,000 | 464,746.8 | 205, 991.7 799, 881.6 262, 873. 4 
July-December 1956. .-_....-.---- 2 | 320, 000 23, 667.8 10, 465. 6 36, 645. 1 12, 547.3 
January-April 1957. ..........-.--- 2 512, 100 65, 199.1 30, 513.2 | 339,141.0 83, 595.9 

| 
Grane tee... oc 96 | 2 
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METHODOLOGY 


The net benefit to recipients of certificates is computed by treating tax savings 
in the initial 5-year period as an interest-free loan invested at 6 percent return 


compounded, with allowance for repayment of principal in the remaining period. 
The actual calculation method is as follows: 


(1) To arrive at the gross value of the interest-free loan, multiply the annual 
taxsavings in the initial 5-year period by— 
The factor’ for the “Amount of 1 per period” for 5 periods, plus (the 
factor for the “Amount of 1” for 5 periods minus 1) divided by 2, times the 
factor for the “Amount of 1” for the repayment period. 


(2) To adjust for the repayment of the principal in the later period, multiply 
the annual repayment amount by— 


The factor for the “Amount of 1 per period” for the remaining period, 


plus (the factor for the “Amount of 1” for the remaining period minus 1) 
divided by 2. 


(3) To determine the net value of the interest-free loan, subtract the result of 
step 2 from the result of step 1. 

Example: Applying the above method to the combined certificates of the Idaho 
Power Co. on the Oxbow and Brownlee projects— 


(1) 5.63709296 + +SS22908—1  18.76461083 x $6,102,639 =$487,723,901 


(2) 212,74351379 + + ACTOS —1 5 $678,071=$148,582,863 


(3) $487,723,901—$148,582,863=$339,141,038 


Cost to the taxpayers in interest on borrowing made necessary by the loss of 
tax revenues in the initial period is calculated in the same manner except that 
the factors used are taken from tables for 3.5 percent instead of from tables for 


6 percent. 
Senator Krrauver. Mr. Rainwater, you are and have been for a 
long time chief accountant of the Federal Power Commission ? 


STATEMENT OF RUSSELL C. RAINWATER, CHIEF ACCOUNTANT, 
FEDERAL POWER COMMISSION 


Mr. Rarnwater. Yes, sir. 

Senator Keravver. Just how long have you been the chief account- 
ant? 

Mr. Rarnwater. I have been the chief accountant in my present 
position since, I believe, November 1955, However, I have been with 
the Commission since August 3, 1936, in key staff positions, but I 
went into my present position in November 1955. 

Senator Kerauver. I will first say, by way of background, the im- 
portance of this is that Mr. English passed on the percentages and 
the criteria to Mr. Wyckoff in ODM, with all of them granted except 
those that do not come within the limit of the goal and if they are 
not in a target area; all of them with the basic 35 percent, even though 
they have no excess capacity, and then upward to 65 percent if they 
have access capacity. That has been the method of processing, and 
these two gentlemen have processed, under this simplified procedure, 
these applications and certificates from January 1, 1955, through April 
17, 1957, 214 years. 

Mr. Rucker, have you and Mr. Rainwater gone over the assumptions 
on which you make your calculations? 


1Factors used are from Financial Compound Interest and Annuity Tables, Boston, 
Financial Publishing Co., 1947. 
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Mr. Rucker. Yes, Senator. I think we agree on the assumptions 
made. I have also rechecked the method I used with Mr. Rainwater 
and Mr. Heim. 

Senator Kerauver. Who is Mr. Heim? 

Mr. Rucker. Mr. Heim is one of Mr. Rainwater’s subordinates 
working in the accounting office at FPC. 

Senator Keravver. Is that correct, Mr. Rainwater; you have gone 
over the assumptions with Mr. Rucker ? 

Mr. Ratnwater. Yes; we have gone over the assumptions and the 
general approach in which the figures have been worked out. I have 
also taken certain projects which he had on the list and had my staff 
work out the amounts in order to compare them with the amounts 
he worked out—when I say the amounts, I mean the amounts using 
compound interest at the 6-percent interest factor for 50 years—our 
comparison of his computation showed that even in spite of the 
large amounts we came within a few dollars of the same figure he 
arrived at. 

Senator Keravuver. That is, you checked various ones he had worked 
out and spot checked them, and your calculations came within a few 
dollars of the ones he had worked out. 

Mr. Rarnwater. That is correct. 

Senator Keravuver. The assumptions are that the company is large 
enough to use tax amortization and that the Government pays 314 
percent on funds borrowed to replace the taxes not paid as a result 
of the amortization. 

Is that correct ? 

Mr. Ratywater. That’s right; yes, sir. 

Senator Keravuver. And that the company earns pursuant to the 

neral policy of the Federal Power Commission and the State regu- 

atory agencies 6 percent or better on its other money that is in- 
vested in the utilities. 

Mr. Rarnwater. On the average, 6 percent. 

Senator Keravver. And depreciation of a dam is based on your 
aapamption of 50 years, and on steam plants 3314 years; is that cor- 
rect ! 

Mr. Ratnwater. I have not made any assumption with respect to 
the length of years on steam plants because I have not made any calcu- 
lations on the steam plants. 

Senator Keravver. Is that the calculation you have made? 

Mr. Rucker. That is right, Senator. I used an assumed normal 
life of 50 years for hydro projects and assumed normal life of 3314 
years for all the others issued under the goal which presumably were 
some sort of fuel-generating facilities. 

Senator Keravver. Steam plants? 

Mr. Rucker. Yes. 

Senator Keravuver. A dam has a longer life than 50 years and a 
steam plant a longer life than 3314. 

Mr. Rarnwater. The dam itself would have a considerably longer 
life than 50 years, but you would have with it the structures and 
electrical equipment which would have a shorter life. Actually in 
using the 50-year period, we use the period which fitted with the 
license period, although the overall life of the Idaho projects might 
be slightly longer than 50 years. 
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Senator Keravuver. You think they might be slightly longer than 
50 years? 


Mr. Rarnwater. Yes, sir. 

Senator Krerauver. Now, how about this 314 percent that we are 
talking about? Is the Government paying that on its money that it 
has to borrow now, Mr. Rainwater ? 

Mr. Rarnwarer. The most recent figures that I have any informa- 
tion on is reported in Moody’s bond survey of May 6, 1957, on the 
refund dated May 1, 1957, at 4.1 billion of notes. 

Senator Keravuver. 4.1 billion ? 

Mr. Rainwater. Yes, sir. That these would be exchanged for 
either 1114-month certificates as 31% percent rate, or a 4-year, 


9-month note carrying 35 percent. So that is the most recent that 
I have. 


Senator Kerauver. Three and five-eighths. 

Mr. Rarnwater. Yes, sir. 

Senator Keravuver. So that 35g was over and above the assumption 
you and Mr. Worker worked on. 

Mr. Rarnwater. Yes, sir. Slightly over that. 

Senator Kreravuver. Mr. Rucker, you and Mr. Rainwater together, 
taking the list of electric-utility applications that have been approved 
since January 1, 1955, by this procedure with Mr. English and Mr. 
Wyckoff, what is the loss to the taxpayers or to the Government? 

Mr. Rucker. Senator, my calculations show that on this 30-month 
period—on the certificates, issued, actually it would probably be a 
little less than 24 months, because they didn’t issue any certificates 
in 1955 until after the goal was reopened. I think the first one was 
in May, dated May 6 of 1955, and, of course, the last 1 or 2 were April 


17, of 1957. In this period I counted 96 certificates under goal 55; 
96 certificates issued. 


Senator Krerauver. That is electric utilities ? 

Mr. Rucker. Yes, Senator. These are under the power goal. Now, 
they do not include transmission facilities which are under a different 
goal, goal 225, as I understand it, but these are those under goal 55, 
the electric power generation goal. 

Senator Kerauver. Hydroelectric plants or generating plants? 

Mr. Rucker. That is right. 

Senator Keravuver. It doesn’t include transmissions ? 

Mr. Rucker. It does not include transmission facilities; no. These 
96 certificates allowed rapid amortization on a total investment of 
$1,173,522,100. 

Senator Kerauver. $1,173 million ? 

Mr. Rucker. Yes, Senator. I gave Mr. Dixon some copies of my 
figures. 

Senator Kerauver. Yes. I see it here. 

Mr. Rucker. The projects involved were scheduled to secure an 
expansion of 13,013,550 kilowatts in capacity. These certificates, ac- 
cording to my calculations, represented interest-free loans to the 
recipient companies totaling $524,425,600, and I submit, Senator, that 
that is an awful lot of money to be given away with an electric pencil. 
Using the method of calculation 

Senator Kerauver. You mean Mr. Sheppard had an electric pencil 
tosign this. Is that what you refer to? 
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Mr. Rucker. That is what I have reference to. Using this method 
of calculation, which I have confirmed with the Federal Power Com- 
mission 

Senator Kerauver. With Mr. Rainwater. 

Mr. Rucker. Yes. With Mr. Rainwater’s office, that is correct; 
which assumes, as I said, a 344 percent cost of money to the Govern- 
ment—these certificates will cost the taxpayers a total of $787,619,000, 
approximately, over three-quarters of a billion dollars. 

enator Keravuver. Is that correct, Mr. Rainwater, according to 
your view? 

Mr. Rartnwater. I have no comparisons of his totals. I have only 
checked his individual computations, sir. 

Senator Krerauver. You have made spot checks through 

Mr. Rarnwater. Yes, sir. 

Mr. Rucker. We confirmed methodology, Senator, and they are 
still working, as I understand from Mr. Heim—he is currently work- 
ing on the 3314-year computation. I used the same methodology, 
except to alter it for the periods, and they did spot check 3 or 4 of 
the projects I had computed on a 50-year method, and, as Mr. Rain- 
water just testified, came within a very few dollars. The methodol- 
ogy is the thing that I confirmed with them. 

5 han at! Keravver. $787,619,000 is cost to the taxpayers since May 
1955. Isthatright? 

Mr. Rucker. Yes, Senator. That would be over the normal life 
period of the facilities. That is, over 3314 years for most of them, 
at the end of which time the interest-free loan would be repaid as far 
as the principal goes, assuming no change in the tax rate, and over 
50 years in the case of the hydro facilities. Again, this is based on 
the idea that in the 45 years succeeding the initial rapid amortiza- 
tion period, the company repays the principal of the interest-free 
loan, and as it repays it, the Government, of course, is able to re- 

ay the borrowing it has had to do to make available the interest- 
ree loan. That is the rationale for their computations. 

Senator Kerauver. What is the benefit to the companies, figuring 
an average of 6 percent realized on their investment ? 

Mr. Ruckesr. The figure there, Senator, the total figure is $2,621,- 
318,500. On 96 certificates. 

Senator Kerauver. Mr. Rainwater, if his arithmetic is correct, do 
you agree with these figures? 

Mr. Rarnwarter. Well, I would agree that if his arithmetic is 
correct, and on the basis of the assumptions that we have made, that 
it would produce those amounts. 

Senator Keravver. Those are the same assumptions that you have 
made as auditor for the Federal Power Commission. 

Mr. Ratnwater. They are the same assumptions which we made 
in our calculations; yes, sir. 

Mr. Cuumeris. Mr. Chairman, I don’t think he has taken into 
consideration the point that Mr. Rainwater raised the other day 
when he stated that if they didn’t take the fast writeoff, they could 
take the liberalized amortization, and I believe it was $85 million as 
against the $329 million for the Idaho Power. He doesn’t take into 
consideration the other two points that we raised during that hear- 
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ing, that he was going to bring his calculations—I don’t know 
whether he has brought them up to date or not. 

Senator Keravuver. Do you have those, Mr. Rainwater? 

Mr. Rarnwater. I have some copies here with me. We mailed out 
to your office parent 10 copies of these papers and I don’t know 
whether they have reached your office. 

Senator Kerauver. They haven’t reached us but—— 
fe Ratnwater. I do have with me, I believe, three extra copies 
of it. 

Senator Keravuver. Will you file one and let it be printed in the 
record and then tell us about it? 

(The document referred to is as follows :) 


ScHEDULE 1 


IpAHO Power Co. 
OxBoOW AND BROWNLEE PROJECTS 
Estimated deferred taxes from accelerated amortization 


Assumptions, 50-year service life, 2 percent normal depreciation : 
Oxbow, certified for 60 percent amortization—60 percent of 
GO Sirah CRN ne 8 cranial LOR pe atioeoul $21, 559, 278 
Brownlee, certified for 65 percent amortization—65 percent of 
$67,138,240 equals 


OCONS di Sn ticieba oro Seat dnw aa ben praiedinigds-loeeoumisieegs 65, 199, 134 
Normal depreciation, otherwise allowable for tax purposes, dur- 


ing 5-year amortization period, 5 years, at 2 percent, equals 


> (ck bite bane oscaet enon oe ton (6, 519, 913) 
UES, OL. Fee eS a ae ay 58, 679, 221 
Tax deferral at 52 percent—52 percent of $58,679,221________ 30, 513, 194 


94133—57—pt. 1——35 
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ScHEDULE 2 


Worksheet showing the effect of 6 percent interest compounded annually on the 
resulting tax deferrals (per schedule 1) based on the excess of accelerated 
amortization over straight-line depreciation using a 50-year service lije 








| | | 
| Reserve for deferred | Average of current Cumu- 
Balance, | taxes year’s transactions Interest Interest at | lative 
Year | Jan.1 | e base |6percent per| balance 


"Pala Aja it annum Dee. 31 
Increase | Decrease | Increase | Decrease | (col. 2—4+- | (6 percent of |(Col 2+3— 
| 5+6) col. 7) 4+8) 
| 


(3) (4) (5) (7) (8) (9) 


$6, 102, 638 |__..._____.)$3, 056, 319 $3, 051, 319 $183, 079 | $6, 285, 717 
$6, 285, 717 | 6, 102,639 |__..._-_- | 3,051, 319 | 9, 337, 036 560, 222 | 12, 948, 578 
_.| 12, 948, 578 | 6, 102,639 |___________| 3,051, 319 15, 999, 897 959, 993 | 20,011, 210 
| 20,011, 210 | 6, 102,639 |___________] 3,051,319 23, 062, 529 1, 383, 752 | 27, 497, 601 
27, 497,601 | 6, 102,639 |__- -.| 3,051,310 }_..._. 30, 548,920 | 1,832,935 | 35, 433, 175 
35, 433, 175 $678, 071 | $33 35, 094, 140 2, 105, 648 | 36, 890, 752 
ase t.......-.... Saar 1--.- : 39, 36, 521, 717 191, 303 | 38, 373, 984 
38, 373, 984 678, 071 |-...-.----- 39, 0: 38, 034, 949 282,097 | 39, 978, 010 
39, 978, 010 €78, 071 | _- lus 036 | 39, 638, 975 378, 339 | 41, 678, 27: 
41, 678, 278 |_..-.-- | 678,071 pebicened , 03 41, 339, 243 | 480, 355 | 43, 480, 562 
43, 480, 562 | 678,071 |.....-.-- 43, 141, 527 | 588, 492 | 45, 390, 983 
45, 390,983 |...........| 678,071 : _.| 339,036 | 45,051, 948 | 703, 117 | 47, 416,029 
47, 416, 029 | 678,071 339, 036 | 47, 076, 994 , 824, 620 | 49, 562, 578 
49, 562, 578 | 678,071 aaa 339, 036 | 49, 223, 543 , 953, 413 | 51, 837, 920 
51, 837, 920 | __.- 678 071 _.....-.| 339,036 | 51, 498,885 | 089, 933 | 54, 249, 782 
54, 249, 782 | - -| 678 071 : 339, 036 | 53, 910, 747 234, 645 | 56, 806, 356 
56, 806, 356 | _- ...| 678.071 |_- : 339, 036 | 56, 467, 321 388, 039 | 59, 516, 324 
59, 516, 324 |._._- | 678 O71 |--.-- 339, 036 | 59, 177, 289 , 550, 637 | 62, 388, 890 
62, 388, 890 |.......-- 678.071 |...........} 339.036 | 62,049, 854 722,991 | 65, 433, 810 
65, 433, 810 ew | ae Sh 339, 036 | 65, 094, 774 905, 686 | 68, 661, 425 
68, 661, 425 | Cant * | eee § yet ye 099, 343 | 72,082, 697 
vee eer 12 -- =>: 678, 071 | re 339, 036 | 71.743, 661 304, 620 | 75, 709, 246 
75, 709, 246 F 678, 071 Lsan' 339, 036 | 75, 370, 210 522, 213 | 79, 553, 388 
79, 558,388 j...........| 678, 071 aes 339, 036 | 79, 214, 352 | 752, 861 | 83, 628,178 
83,628,178 |..........-| 678,071 |_-.--- 339,036 | 83, 289, 142 997,349 | 87, 947, 455 
87, 947, 455 678, 071 |...----.---| 339,036 | 87, 608,419 | 256, 505 | 92, 525, 889 
92, 525, 889 | _- ---| 678,071 1. 339, 036 | 92, 186,853 | 531, 211 | 97,379, 028 
97, 379, 028 ----| 678,071 | ..-----| 339,036 | 97,039, 992 822, 399 | 102, 523, 355 
nT .. .. ._. sand eR dca en 339, 036 |102, 184, 319 3, 131, 059 | 107, 976, 342 
-}107, 976, 342 |.-.---..-.-| 678,071 re | 339,036 |107, 637, 306 458, 238 |113, 756, 509 
113, 756, 509 | __- | 678,071 | _.| 339,036 |113, 417, 473 048 |119, 883, 485 
119, 883, 485 "i 678, 071 Sree 339, 036 |119, 544, 449 2, 667 |126, 378, 080 
126, 378, 080 | PEs 1 654.0000 339, 036 |126, 039, 044 133, 262, 351 
een fo. ..... 678, 071 |_...-.-----| 339,036 |132, 923, 315 140, 559, 677 
140, 559, 677 |__.--._- 678, 071 |.-.---- | 339,036 |140, 220, 641 1148, 294, 843 
1148, 294, 843 |___ vex 678, 071 |_-- -.-| 339,036 |147, 955, 807 156, 494, 119 
1156, 494,119 |......._..._] 678,071 ___..| 339,036 |156, 155, 083 , 305 1165, 185, 352 
165, 185,352 |_......- 678, 071 | __.- 339, 026 |164, 846,316 | 9, 890,779 |174, 398, 059 
.|174, 398, 059 | ___- 678, 071 . : 339, 036 {174,059,023 | 10, 443,! | 184, 163, 528 
-|184, 163, 528 |__..---- 678, O71 |_.- ----| 339,036 |183,824,492 | 11,029, 194, 514, 926 
194, 514, 926 |.-..--- BN Toe os 339, 036 |194,175,890 | 11, 650,553 |205, 487, 407 
205, 487,407 |__..__- 678,071 |_.....-...-| 339,036 |205, 148, 371 12, 308, 217, 118, 237 
caine 678, 071 |_ ..--| 339,036 [216,779,201 | 13, 006, 752 |229, 446, 917 

eee tooo 339, 036 |229,107,881 | 13, 746,473 |242, 515,318 
678, 071 | | 339,036 [242,176,282 | 14, 530,576 |256, 367, 822 

678, 071 339, 036 |256, 028, 786 | 15, 361, 727 |271, 051, 477 





oN 


PN 














27 1 On ye Ye ee 09 99 90 BODO SONOS 











PPAANP HS 


o 








}271, 051, 477 |.-...---- 678, 071 339, 036 | 270,712, 441 16, 242, 286, 616, 151 
| 286, 616, 151 | 678,071 ‘ | 339,036 |286, 277,115 17, 527 |303, 114, 706 
|303, 114, 706 rn RM Be 678, 071 ae | 839,036 |302, 775, 670 18, 166, § 320, 603, 174 
'320, 603, 174 |...---- 678, 070 nat 339, 036 264,138 | 19, 215, 848 |339, 140, 950 








Total_..|__...._.....'30, 513, 194 |30, 513,194 |....._..-_.|__.._____| 1339, 140, 975 | 


1 Difference of $25 from col. (9) due to rounding off figures. 
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SCHEDULE 8 


Worksheet showing the effect of 31% percent interest compounded annually on 
the resulting taw deferrals (per schedule 1) based on the excess of accelerated 
amortization over straight-line depreciation using a 50-year service life 


Reserve for deferred Average of current Interest at | Cumula- 






































taxes years transactions Interest | 344 percent| tive bal- 
Year Balance etek | wee (3.5 percent) ance 

(Cols. 2- of col. 7) Dee. 31 

Increase | Decrease | Increase | Decrease 4+5+6) (Cols. 2+ 

3-4+8) 

@% (8) (9) 
$3,051,319 | $106,796 | $6, 209, 434 
, 260, 7 324, 126 | 12, 636, 199 
15, 687, 518 549, 063 | 19, 287, 901 
22, 339, 221 781, 873 | 26, 172, 413 
29, 223,733 | 1,022,831 | 33, 297,883 
, 958, 848 | 1,153,560 | 33, 773, 372 
, 434, 337 | 1,170, 202 | 34, 265, 503 
, 926,468 | 1, 187,426 | 34,774, 858 
, 435, 823 | 1, 205, 254 | 35, 302, 041 
, 963,006 | 1,223,705 | 35, 847, 675 
5, 508,640 | 1, 242, 802 | 36, 412, 406 
36, 073,371 | 1, 262, 568 | 36,996, 903 
36, 657, 868 | 1, 283,025 | 37, 601, 857 
37, 262,822 | 1/304) 199 | 38° 297’ 985 
, 888,950 | 1,326,113 | 38, 876, 027 
38, 536,992 | 1,348,795 | 39, 546, 751 
39, 207,716 | 1,372,270 | 40, 240, 950 
39,901,915 | 1,396,567 | 40, 959, 446 
ee 59, 40, 620,411 | 1,421,714 | 41,703, 089 
rs. 44, a Oe |... 678, 071 |.--.------- 339, 036 | 41,364,054 | 1,447,742 | 42. 472 760 
1978_.....| 42,472,760 |......-...-| 678,071 |--.---...-.] 339,036 | 42,133,725 | 1,474,680 | 43, 269,369 
ml | 43, 900, O00 |. 678,071 |...-.....--] 339,036 | 42,930,334 | 1, 502,562 | 44,093, 860 
7... | 44,003,860 |... __- 678,071 |___._-- re 339, 036 | 43,754,825 | 1,531,419 | 44, 947, 208 
wn...) 46 Oe Oe |. Sisceon 678, O71. 1, o44-4.=.- 339, 036 | 44,608,173 | 1,561,286 | 45,830, 423 
1982__- 45, 830, 423 |_____ ---| 678,071 |....-...-..| 339,036 | 45,491,388 | 1,592,199 | 46, 744, 551 
ae...) See ee | -.<cn 678,071 |.-.....--..| 339, 036 | 46,405,516 | 1,624,193 | 47, 690, 673 
1984_____- a7, 06 ej... 2 CT ri 339, 036 | 47,351,638 | 1,657,307 | 48, 669, 910 
_— ee Oe 1... wns Oe eae 339, 035 | 48,330,874 | 1,691,581 | 49, 683, 420 
1986_..._- 49, 683, 420 |........._. < eee 339, 035 | 49, 344,384 | 1,727,053 | 50, 732, 402 
—...... 50, 733, 402 |....-..... 6, OPE Fs eas 55-2 339,035 | 50,393,366 | 1,763,768 | 51,818, 100 
1988__.__- | 51, 818, 100 |... O08 06 i. o:46--000. 339,035 | 51,479,064 | 1,801, 767 | 52, 941, 796 
1989. ___- | 52, 941, 706 |_....____-- ORR bel. enawn <x 339, 035 | 52,602,760 | 1,841,097 | 54, 104, 822 
1990_____- | 54, 108 699 |__..._..... i ae 339, 035 | 53,765,786 | 1,881,803 | 55, 308, 554 
1991_.___.| 55,308, 554 |_..--____- i -| 339,085 | 54,969,518 | 1,923,933 | 56, 554,416 
1992...__- 56, 554, 416 |_.._.-.--_. _ ae 339, 035 | 56,215,380 | 1,967,538 | 57,843, 883 
ae.) Sr ee whens O70, 074-1: 54-2... 339, 035 | 57, 504,847 | 2,012,670 | 59, 178, 482 
ae...) GO)... en al MOONEE uae ca nae | 339,035 | 58,839,446 | 2,059,381 | 60,559, 792 
1995_____-| 60, 559, 792 |...._..____ 78,071 |.....----.-| 339,035 | 60,220,756 | 2, 107,726 | 61, 989, 447 
1996__ 61, 989, 447 |... 678,071 |..........-| 339,085 | 61,650,411 | 2, 157,764 | 63, 469, 140 
1997_.__..| 63, 469, 140 |......-...-. 678,071 |.........-.| 339,035 | 63,130,104 | 2) 200; 554 | 65, 000, 623 
Tn: .| 6 ae Oe)... 0.1 Rb -| 339,035 | 64,661,587 | 2,263,156 | 66, 585, 708 
1999_____-| 66, 585, 708 |_-........- 678, 071 |...........] 339,035 | 66,246,672 | 2 318, 634 | 68, 226, 271 
2000... _- | 68, 226,271 |...........] 678,071 |....-.-.... 339, 035 | 67,887,235 | 2,376,053 | 69, 924, 253 
2001. ..---| 69, 924, 253 4 1 ae 339,035 | 69,585,217 | 2,435, 483 | 71, 681, 665 
9002... .- 71, 681, 665 |___. 678,071 |....----.-.| 339,035 | 71,342,629 | 2,496,992 | 73,500, 586 
Ro 73, 500, 586 Wa 6 bw... 339, 035 | 73,161,550 | 2, 560,654 | 75, 383, 169 
— | 75, 383, 169 a | 339,035 | 75,044,133 | 2,626,545 | 77,331,643 
2005. .... 77, 331, 643 |...- 678, 071 |.-...-- ----| 339,035 | 76,992,607 | 2, 694,741 | 79, 348,313 
2006... 79, 348, 313 |__.__ O76, OE... <5-.-.... 339, 035 | 79,009,277 | 2,765,325 | 81, 435, 567 
eal 81, 435, 567 | 678,070 |..........- | 339,035 | 81,096,532 | 2' 838 379 1 88,595, 876 
wiememennecmeen SEERA rks 22 are - | pe a 
Total F352) shee: 30, 513, 194 30, 513, 194 15, 256, 597 |15, 256, 507 |... 183, 595, 876 | See 
| 








! Difference of $49 from amount testified to by R. C. Rainwater due to original figure being calculated 
by a mathematical formula. 
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SCHEDULE 4 


Worksheet showing the taw deferrals at 52 percent on $65,199,134* based on 
sum-of-the-years-digits method of computing depreciation instead of straight- 


line method (available to company under sec. 167 of Internal Revenue Code of 
1954) 








Sum of year’s digits Straight-line 


amount Difference Deferral at 
(2 percent) 52 percent 
Amount 
(4) (5) (6) (7) 
$2, 556, 829 $1, 303, 983 $1, 252, 846 $651, 480 
2, 505, 692 1, 303, 983 1, 201, 709 624, 889 
2, 454, 556 1, 303, 983 1, 150, 573 598, 298 
2, 403, 419 1, 303, 983 1, 099, 436 571, 707 
2, 352, 283 1, 303, 983 1, 048, 300 545, 116 
2, 301, 146 1, 303, 983 997, 163 518, 525 
2, 250, 009 1, 303, 983 946, 026 491, 934 
2, 198, 873 1, 303, 983 894, 890 465, 343 
2, 147, 736 1, 303, 983 843, 753 438, 752 
2, 096, 599 1, 303, 983 792, 616 412, 160 
2, 045, 463 1, 303, 983 741, 480 385, 570 
1, 994, 326 1, 303, 983 690, 343 358, 978 
1, 943, 190 1, 303, 983 639, 207 332, 388 
1, 892, 084 1, 303, 983 588, 071 305, 797 
1, 840, 917 1, 303, 983 536, 934 é 
1, 789, 780 1, 303, 983 485, 797 252, 614 
1, 738, 644 1, 303, 983 434, 661 226, 024 
1, 687, 507 1, 303, 983 383, 524 199, 432 
1, 636, 370 1, 303, 983 332, 387 172, 841 
1, 585, 234 1, 303, 983 281, 251 146, 251 
1, 534, 097 1, 303, 983 230, 114 119, 659 
1, 482, 961 1, 303, 983 178, 978 93. 069 
1, 431, 824 1, 303, 983 127, 841 66, 477 
1, 380, 687 1, 303, 983 76, 704 39, 885 
1, 329, 551 1, 303, 983 25, 568 13, 204 
1, 278, 414 1, 303, 983 (25, 569) (13, 294) 
1, 227, 278 1, 303, 983 (76, 705) (39, 985) 
1, 176, 141 1, 303, 983 (127, 842) (66, 477) 
1, 125, 005 1, 303, 983 (178, 978) (93, 069) 
1, 073, 868 1, 303, 983 (230, 115) (119, 659) 
1, 022, 732 1, 303, 983 (281, 251) (146, 251) 
971, 505 1, 303, 983 (332, 388) (172, 841) 
920, 458 1, 303, 983 (383, 525) (199, 432) 
869, 322 1, 303, 983 (434, 661) (226, 024) 
818, 185 1, 303, 982 (485, 797) (252, 614) 
767, 049 1, 303, 982 (536, 933) (279, 206) 
715, 912 1, 303, 982 (588, 070) (305, 797) 
664, 775 1, 303, 982 (639, 207) (332, 388) 
613, 639 1, 303, 982 (690, 343) (358, 978) 
562, 502 1, 303, 982 (741, 480) (385, 570) 
511, 366 1, 303, 982 (792, 616) (412, 160) 
460, 229 1, 303, 982 (843, 753) (438, 752) 
409, 1, 303, 982 . | (465, 343) 
357. 956 1, 303, 982 (946, 026) (491, 934) 
306, 819 1, 303, 982 (997, 163) (518, 525) 
255, 683 1, 303, 982 (1, 048, 299) (545, 116) 
204, 546 1, 303, 982 (1, 099, 436) (571, 707) 
153, 410 1, 303, 982 (1, 150, 572) (598, 298) 
102, 274 1, 303, 982 (1, 201, 708) | (624, 889) 
51, 136 1, 303, 982 | (1, 252, 844) | (651, 480) 
65,199,134 | 65, 199, 134 |--- aban’ Soskscrenoees’ 





1 Amount equal to that eligible for 5-year amortization under certificates issued by Office of Defense 
Mobilization. 
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ScHEDULE 5 


Worksheet showing the effect of 6 percent interest compounded annually on the 
resulting taw deferrals (per schedule 4) based on the excess of the sum-of-the- 
years-digits depreciation over straight-line depreciation using a 50-year service 
life (available to company under sec. 167 of Internal Revenue Code of 1954) 











Interest at | Cumula- 
Interest 6 percent tive 
base per annum | balance 
(co]. (6 percent of} Dec. 31 


Reserve for deferred | Average of current 
taxes 














2—4+5+6 ) col. 7) (col. 
2+3—4+8) 
7) (8) (9) 

$325, 740 $19, 544 $671, 024 

, 469 59,008 | 1,354, 921 
1, 654, 020 99,241 | 2,052, 460 
2, 338, 314 140, 299 | 2, 754, 466 
3, 037, 024 182, 221 | 3, 491,803 
3, 751, 066 225,064 | 4,235, 392 
4, 481, 359 268,882 | 4, 996, 208 
5, 228, 880 313,733 | 5, 775, 284 
5, 994, 660 359, 680 | 6, 573, 716 
6, 779, 796 406,788 | 7,392,664 

7, 585, 449 455,127 | 8, 233, 361 
8, 412, 850 504,771 | 9,097,110 
, 263, 304 555,798 | 9, 985, 296 
, 5 10, 138, 195 608, 292 | 10, 899, 385 
éngeen 10, 899, 385 11, 038, 988 662, 339 | 11, 840, 930 
1973... ... 11, 840, 930 11, 967, 237 718, 034 | 12, 811, 578 
1974...... 12, 811, 578 12, 924, 590 775, 475 | 13, 813,077 
ROTO. 4s 13, 813, 077 13, 912, 793 834, 768 | 14, 847, 277 
1976......| 14, 847, 277 14, 933, 698 896, 022 | 15, 916, 140 
a 15, 916, 140 15, 989, 265 959, 356 | 17,021, 747 
Be esee-ne 17, 021, 747 17, 081, 576 1, 024, 895 | 18, 166, 301 
Sev aais-se 18, 166, 301 18, 212, 836 1, 092,770 | 19,352, 140 
1980... ..- 19, 352, 140 19, 385, 379 1, 163, 123 | 20, 581, 740 
Wl <en-s- 20, 581, 740 20, 601, 683 1, 236, 100 | 21, 857, 725 
1982...-..| 21, 857, 725 21, 864, 372 1, 311, 862 | 23, 182, 881 
1983... ..- 23, 182, 881 | 23, 176, 234 1, 390, 574 | 24, 560, 16 
1984_.....| 24, 560, 161 | 24, 540, 219 1, 472, 413 | 25, 992, 689 
ee 25, 992, 689 25, 959, 451 1, 557, 567 | 27, 483,779 
1986...... 27, 483, 779 27, 437, 245 1, 646, 235 | 29, 036, 945 
a 29, 036, 945 28, 977, 115 1, 738, 627 | 30, 655, 913 
1988. .....| 30, 655, 913 30, 582, 787 1, 834, 967 | 32, 344, 629 
ss 32, 344, 629 32, 258, 209 1, 935, 493 | 34, 107, 281 
1980......| 34, 107, 281 34, 007, 565 2, 040, 454 | 35, 948, 303 
1991......| 35, 948, 303 35, 835, 291 2, 150,117 | 37, 872, 396 
1992. .....| 37, 872, 396 37, 746, 089 2, 264, 765 | 39, 884, 547 
1993. ..-.. 39, 884, 547 39, 744, 944 2, 384, 697 | 41, 990, 038 
1994. ....- 41, 990, 038 41, 837, 140 2, 510, 228 | 44, 194, 469 
| 44, 194, 469 |__- 44, 028, 275 2, 641, 697 | 46, 503, 778 
1996...... 46, 503, 778 | -- 46, 324, 289 2, 779, 457 | 48, 924, 257 
$007 <..-<- 48, 924, 257 |. 48, 731, 472 2, 923, 888 | 51, 462, 575 
Sees et-on 51, 462, 575 51, 256, 495 3, 075, 390 | 54, 125, 805 
1999...... 54, 125, 805 53, 906, 429 3, 234, 386 | 56,921, 439 
2000... .- 56, 921, 439 56, 688, 768 3, 401,326 | 59, 857, 422 
2001. ...-- 59, 857, 422 59, 611, 455 3, 576, 687 | 62, 942, 175 
2002. ....- 62, 942, 175 62, 682, 913 3, 760,975 | 66, 184, 625 
a 66, 184, 625 65, 912, 067 3, 954, 724 | 69, 594, 233 
2004...-.-. 69, 594, 233 69, 308, 380 4, 158, 503 | 73, 181,029 
a 73, 181, 029 72, 881, 880 4, 372,912 | 76, 955, 643 
2006. . ...- 76, 955, 643 76, 643, 199 4, 598, 592 | 80, 929, 346 
U veaene 80, 929, 346 80, 603, 606 4, 836, 216 | 85, 114, 082 
aint sindunsn otal beoncquh ahem neponmieinnle tee cunaetedataeelinndeiaan ell 85, 114, 082 |.....-..... 
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ScHEDULE 6 


Worksheet showing the effect of 8% percent interest compounded annually on 
the resulting tax deferrals (per schedule 4) based on the excess of the sum- 
of-the-years-digits depreciation over straight-line depreciation using a 50-year 
service life (available to company under sec. 167 of Internal Revenue Code of 
1954) 










































| Reserve for deferred | Average of current Cumula- 
taxes year’s transactions Interest Interest at tive 
Year Balance 1 base 13464 percent | balance 
Jan. 1 | (col. 24+ (3.5 percent | Dec. 31 
Increase | Decrease | Increase Decrease 5+6) of col. 7) | (col. 24+3- 
| | | +48) 
a | (2) ; 3) ® | & (6) | (7) (8) } 9) 
i | | 
| | | ] | | 
1958... ___ S| eased |...) gee fcc... | $325,740 $11,401 | $662, 881 
1959_.....| $662,881 | 624,889 |_....___.._ 312, 445 |_._..-_- | 975, 326 | 34,136 | 1, 321, 906 
1960__.._. 1, 321,906 | 508,208 |_..__.._._. 299, 149 |_._.___.__| 1, 621, 055 | 56, 737 | 1, 976, 941 
rahe: || een | (Seedy pee 2-2. <-.2.] | Beveee |-.-..-- -| 2,262, 795 | 79,198 | 2, 627, 846 
1962__.___ 2 627.846 | 545,116 |__....____- | 272,558 |_...-.._.| 2° 900, 404 | 101, 514 | 3,274, 476 
1963.....- 3, 274, 476 DL connen sae 259, 268 |.....-- | 3, 533, 739 123,681 | 3,916, 682 
ee | 3,916,682 | 491, 934 Berar | 245, 967 |_.-- | 4,162, 649 145,693 | 4, 554, 309 
1965... 4,554,309 | 465,343 |_..........| 232)672 |...-.-- | 4, 786,981 | 167, 544 5, 187, 196 
1966_..._. 5, 187, 196 I asd cacicut dieser | 219,376 |-.-- -| 5, 406. 572 189, 230 5, 815, 178 
1967... 5, 815, 178 412, 160 | ‘ _.| 206,080 |_.- _.| 6,021, 258 | 210,744 | 6, 438, 082 
1968_____- 6, 438,082 | 385, 570 |_.-_- } 192,785 |-. | 6, 630, 867 232,080 | 7,055, 732 
eden S<" . it. | [ae | See casks. ck | 7, 235, 221 | 253, 233 7, 667, 943 
fal | 7,667,943 | 332,388 j.........-- 166, 104 |.....-....| 7, 834, 137 | 274, 195 8, 274, 526 
a S.206,020 | Bees |...-.----- | 152, 899 |....- | 8, 427, 425 | 294,960 | 8,875, 283 
eee kn. 8,875,283 | 279,206 |...-...._-- 139, 603 |_.........| 9,014, 886 | 315,521 | 9,470,010 
_. | 9,470,010 | 252,614 |_....-_---- 126, 307 |_.........| 9, 596, 317 335, 871 | 10, 058, 495 
1974. ____- | 10, 058,495 | 226, 024 |_..-.---.-- 113,012 |..-...-.._| 10, 171, 507 356, 003 5 
1975__.___| 10,640,522 | 190/432 )....._.._-- 99, 716 | _- ..-| 10, 740, 238 | 375, 908 
i ertoaee: } 11,215,862 | 172,841 |_....-.---- 86, 421 |___- | 11, 302, 283 | 395, 580 
11, 784, 283 | NE ns os | 73, 125 |..........| 11, 857, 408 | 415, 009 
| 12, 345, 543 | knee 59, $29 |...-- | 12, 405, 372 434, 188 
1979_.__..| 12,899, 390 | te Se See loot - 58 12, 945, 925 453, 107 
1980______| 13, 445, 566 | RPE Tegan cmt ma ee nes. 3. | 13, 478,805 | 471, 758 
1981_.._.. 13, 983, 801 | SN eddie de TD Nabcnee teed | 14, 003, 744 | 490, 131 
a. | 14, 513,817 | of *) eee | GOW isco | 14, 520, 464 | 508, 216 
1983...... BOSE, B47 |-sdaepene ss BP ee | $6,647 | 15,028, 680 | 526, 004 
a Sr BeOaT |e 2 9 eae | 19, 943 | 15, 528, 095 | 543, 483 
16, 051,635 |..........- eee 1.4. 33, 239 | 16,018, 397 | 560, 644 
16, 545, 802 |......-...- eee 1.42. tr | 46,535 | 16, 499, 268 | 577, 474 
WOT 1sacnn esse i Ree | 59,829 | 16, 970,377 593, 963 
17, 504, 511 | SL Soha -omeodiet } 73,125 | 17, 431,385 | 610, 098 
17, 968, 358 | 6 6 Se | 86,421 | 17, 881, 938 625, 868 
18, 421, 385 | DME dasha oe onbok | 99,716 | 18,321, 669 | 641, 258 
Bou 4 9 teat meee tk =. bs | 113,012 | 18, 750, 199 } , 257 | 
eee ji eee |... - be. 126, 307 | 19, 167, 137 | 670, 850 
Vos” YR sit BCID hokcnnwaceke 139, 603 | 19, 572,077 | 685, 023 
ie Ths Re eee... ee 152, 899 | 19, 964, 599 | 698, 761 
ee A ieee teen. (See mee |i- =< ooo | 166, 194 | 20, 344, 267 | 712, 049 
¢ See joie ett" - = 4S 179, 489 | 20, 710, 633 724, 872 
¢ SECU lad ummpecmen | 192, 785 | 21, 063, 231 | 737, 213 
c | 21,607,659 |....-...2_- (ae | -.--------- 206, 080 | 21, 401, 579 | 749, 055 
ae ono | 21,944, 554 |-.....2.... etl oi22o eed |} 219,376 | 21,725,178 | 760, 381 
2000...... ER eeee foi ee tke 232, 672 | 22,033, 512 771, 173 | 2: 
its enn! 22, 572,013 |-.--..---.- SG tsk oan seee 245, 967 | 22, 326, 046 781,412 | 22, 861, 491 
2002...... LS Bosc, he etnaeinaene a 9 259, 263 | 22, 602, 229 | 791,078 | 23, 134,044 
ea | 23 134,044 |___._._____ ° awe)... | 972° 558 | 22. 861) 486 | 800, 152 | 23, 389) 080 
2004... 23, 389,080 |_.-.---_-_- Pe Loon. | 285, 854 | 23, 103,227 | 808, 613 | 23, 625, 986 
2005... SD NScarny ted re eh 50 8c | 299,149 | 23, 326, 837 | 816, 439 | 23, 844, 127 
2006... __- Tee ae Anke 624, 889 |...........| 312,445 | 23, 531, 683 | 823, 609 | 24, 042, 847 
TI errs | 24 042, 847 |___.______- | 651, 480  ndiedennie | 325,740 | 23, 717, 107 | 830, 099 | 24, 221, 466 
OR OES id datesloed Sideline Ls ietnioteeivasad i ceicadkidi are tcnieoiineisty aa tinaediebis vent 5 ny Gy AE ccactionwes 








RAPID AMORTIZATION IN REGULATED INDUSTRIES 547 


Basic ASSUMPTIONS AND ReEasoNs THEREFOR UNDER WHICH WERE COMPUTED 
PossisLeE Losses TO THE FEDERAL TREASURY OF $83,595,827 AND PossiBLe BENE- 
FITS TO THE IDAHO PowER Co. oF $339,140,950 RESULTING FROM THE ACCELERATED 
AMORTIZATION CERTIFICATES GRANTED TO THE COMPANY WITH RESPECT TO ITS 
Oxbow AND BROWNLEE PROJECTS 


The basic assumptions and reasons therefor under which the $339,140,950 
was calculated are as follows: 

(1) That the company will be allowed, for rate purposes, a deferral of the 
difference between the amount of income taxes to be paid annually under a 
straight-line method of computation, and the amount of income taxes to be 
paid annually under the so-called fast tax writeoff. 

This tax deferral is $6,102,638 for each of the first 5 years of the 50-year 
period computed under the present corporation tax rate of 52 percent. It is 
not possible to state at this time whether such deferral of taxes will be per- 
mitted by the various State regulatory commissions under which the Idaho 
Power Co. furnishes retail service. However, the Idaho Public Utilities Com- 
mission is permitting the company, for accounting purposes, to record the tax 
deferrals resulting from the amortization of the emergency facilities under sec- 
tion 168 of the Internal Revenue Code of 1954 and section 124A of the 1939 
Code. The Federal Power Commission has held in a rulemaking proceeding 
(Opinion No, 264, issued December 4, 1953) that the appropriate treatment for 
the difference between taxes computed on a straight-line basis and taxes com- 
puted under an accelerated program is to record such difference as tax deferrals 
and equalize the actual tax payments over the period of service life of the prop- 
erties, and that in the determination of the utility’s rates the same treatment 
is to be followed. 

2) That the utility will be allowed a return on investment for rate pur- 
poses of 6 percent. 

This percentage compares closely with what most electric utilities are being 
allowed in the way of return on investment for rate purposes. Such percentage 
is, of course, illustrative only. It is possible the utility may earn over a period 
as long as 50 years something less or more than 6 percent on its investment. 

(3) That the company will utilize all earnings derived through rates and 
resulting from the tax deferrals by immediate reinvestment in plant. 

This assumption was made because most utilities are expanding their facilities 
and have immediate use for such funds. 

(4) That straight-line depreciation for the purposes of this computation 
should be computed over a 50-year period which is the period of the license, 

Our staff has used the 50-year period but believes that the actual service life 
may be somewhat longer. To that extent the computations may be on the con- 
servative side. 

The basic assumptions and reasons therefor under which the possible loss 
to the Government of $83,595,827 was calculated are as follows: 

(1) That due to the fast writeoff, resulting in the foregoing of taxes during 
the early years and payments in the later years of the 50-year period, the Gov- 
ernment will have to borrow morey to make up the amount of taxes foregone. 

Inherent in this assumption is that the Government debt would not be paid 
off during the 50-year period and that it would continue to have a need for 
debt money. 

(2) That the present cost of money to the Government is approximately 
3% percent. 

This percentage is very close to the approximate yield rate of United States 
long-term bonds issued in 1957. It also compares with the rate on a refunding 
dated May 1, 1957, of $4.1 billion of Treasury notes which may be exchanged 
for certificates of 1144 months’ duration, bearing interest at 3% percent, or 
notes of 4%, years’ duration bearing interest at 35¢ percent. The notice of such 
refunding is reported in Moody’s Bond Survey of May 6, 1957. 

(3) The present corporation tax rate of 52 percent is assumed to be in effect 
throughout the 50-year period. 
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Mr. Rarnwarter. These are the same figures as I testified to the 
other day except that in the last schedule, which is schedule 6—it is 
the last page—I showed what the comparable figure would be with 
respect to using the 314 percent. If the taxpayer, that is, the Idaho 
Power Co., had seen fit to utilize the fast depreciation provided under 
section 167 of the Revenue Code, there would be on these various 
assumptions a loss to the Government of $24,221,466. In other words, 
that is comparable with the amount which we have worked out on 
schedule 3 of $83,595,876. In other words, the $83,595,876 is the 
effect under the accelerated amortization. But they could have gotten 
this other benefit under the other section of the act. 

Senator Keravver. That—when was this liberalized rapid amorti- 
zation allowance put into effect, Mr. Rainwater ? 

Mr. Rarywater. The liberalized? It applies on all property addi- 
tions after January 1, 1954. 

Senator Keravuver. Explain that again. If they had used that in 
the case of the Idaho Power Co.— . 

Mr. Rarnwater. If they had used one of the optional methods in 
lieu of the straight-line depreciation, and this particular optional 
method which is illustrated here in schedule 6 is the sum of the digits, 
the sum of the years digits method, if they used that method, again 
applying it to the same deferrals as we would have here, we would 
get a loss of revenue to the Government of $24,221,466. 

Senator Keravver. As against $83,500,000. 

Mr. Ratnwarter. That is correct; yes. 

Mr. Cuumpris. There is a further assumption—— 

Senator Kerauver. Wait just one second. Let’s get this straight 
now. This liberalized method results in the $24 million. That is one 
of the methods that would be available to the company under section 
167 of the Internal Revenue Code of 1954. Is that right? 

Mr. Rarnwater. That is right; yes, sir. 

Senator Keravver. So that if they would avail themselves of that, 
there would have been a loss to the Government, over the orthodox 
method of filing the depreciation of $24 million on the basis of the 
rapid tax amortization in the case of these 2 Idaho Power projects, of 
$831, million. Is that correct? 

Mr. Rarnwater. That is right; as shown in schedule 6. 

Senator Carrott. May I ask a question, Mr. Chairman ? 

Senator Keravuver. Yes, sir. 

Senator Carrotu. I am confused. Mr. Rainwater, let us assume 
that there is no fast tax writeoff. 

Mr. RatnwatTer. Yes, sir. 

Senator Carrotu. Under the straight-line depreciation—this is prior 
to 1954—that is the orthodox view. Under a change in the Internal 
Revenue Code of 1954, that is another way of accelerating their write- 
off. 

Mr. Rarnwater. Well, it gives them larger depreciation in their 
early years of service life and a small amount of depreciation in the 
last half of service life. 

Senator Carrotu. So by using that system, it means a loss to the 
a States Government of $24 million, approximately. Is that 
right ? 

r. RarnwatTer. On the basis of these assumptions, using 314 per- 
cent, compounded annually. 
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Senator Carrotu. I understand. Idaho Power has received the fast 
writeoff which it has applied for and which it has taken advantage of 
and your computation on that is $83 million, approximately; isn’t 
that so? 

Senator Keravuver. $8314. 

Mr. Rarnwater. Yes, sir. $8314. 
lena: Carroiu. $8314 million. I am just giving it in round num- 

rs. 

Mr. Rarnwater. That is over the 50-year period, you understand. 

Senator Carroiy. I understand. 

Mr. Ratnwater. Following the completion of construction. 

Senator Carroiy. I understand. Now, the next question I want to 
put is: The Idaho Power Co., having chosen to make its application, 
having received this fast writeoff, can it also take advantage of sec- 
tion 167 under the Internal Revenue Code? 

Mr. Ratnwater. Not on this part that has been certificated. But I 
believe that they could take advantage on the balance that is not 
certificated. I believe that on that they can take—— 

ee Carrot. In other words, after they get over the 5-year 
period. 

Mr. Rartnwarter. No, sir. What I am meaning is this: We have 
here only 65 percent of the total construction costs in one case, and 
60 in the other. 

Senator Carrott. That is right. 

Mr. Rarnwater. Being certificated for this fast writeoff. Now, 
some of these construction costs, roughly $103 million, of which $65 
million is the certificated amount—— 

Senator Carroty. That is right. 

Mr. Rarnwater. There is a difference of $38 million which isn’t 
subject to the certificate. 

Senator Carrott. Which then can be taken advantage of under 
section 167. 

Mr. Rarnwater. It is my understanding that that would be the 
case; yes, sir. 

Senator Carrotu. Let us go back to 1 or 2 more questions on this 
matter, Mr. Chairman, to get it fixed in my mind. 

This is sort of an expert opinion question I am putting out here. 
This goes to Mr. Rucker, too. 

We know what the record is. The Idaho Power Co. has made its 
application; the grant has been given—now, is it more beneficial to 
them to use the fast tax writeoff under the 5-year system or section 
167? 

Mr. Ratnwater. It is pretty obvious that it is more beneficial to 
them to take the fast 

Senator Carrotu. I want to show that, by using section 167 as I 
understand it now, it reaches 37 percent, $42 million, that I didn’t 
really understand they could reach. So they have got on the front 
part of it $65 million that they get the 5-year on and now they come 
under section 167 and they get another $42 million which, as I said 
the other day, Mr. Chairman, is another loophole. 

Mr. Rucker, are you a specialist on this? 

Mr. Rucker. No; I wouldn’t say so. 
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Senator Carrotu. Have you ever read 167? Did it ever specifically 
give this change in ark line depreciation? Did it ever specifi- 
cally give that to the power utilities? 

Mr Rucker. I couldn’t say for sure, Senator. I think the law is 
rather general, and I don’t think it specifies. My answer, to the best 
of my knowledge, to your question, would be, no, it does not specifi- 
cally say that it shall or shall not. 

Senator Carrott. Thank you, Mr. Rucker. My impression, Mr. 
Chairman, is that it is not specific in the law. It is a part of the 
ruling of the Federal Power Commission attempting to interpret 
the intent of Congress which gave this writeoff to the power utilities, 
and I don’t think it has yet been contested in the courts, as I under- 
stand it. 

Senator Kerauver. I think Senator Carroll has performed a valu- 
able service in giving further information which the public should 
know about, that is, on that part on which they do not get the rapid 
tax writeoff, they apparently can avail themselves of the 1954 Revenue 
Act te get a lesser fast tax writeoff or a lesser liberalization on the 
part of the investment over and above that which was certified. 

Mr. Cuvumpris. Mr. Chairman, I would like to get one point clear. 
This 167, Mr. Rainwater, that applies to any business; doesn’t it ? 

Mr. Rarywarer. Yes, sir. 

Mr. Cuumpris. It could apply to a brewery, it could apply to a dis- 
tillery, it could apply to United States Steel, any. corporation; is 
that correct ? 

Mr. Ratnwater. Yes. I would like, if I may, to give one further 
explanation as to why I made this computation. ‘I thought that in con- 
sidering what these effects are, that under the 5-year fast writeoff 
that consideration ought to be given to the fact that even if they hadn’t 
gotten certificated, under the section 167 they would have had that op- 
tion which was available to any taxpayer, and on that basis they would 
get a certain benefit which I computed, using the 6 percent in schedule 

, as being $85 million. 

’ Now, that would be compared to the $339 million. And then in the 
other schedule I made the computation to show that, as compared to 
the $8314 million on the 3% percent rate, there would have been this 
offsetting figure of $24 million under section 167. 

Senator Krerauver. Yes. We understand. 

Now, of course, all of this is an assumption that the regulatory vom- 
missions allow the deferral of taxes for rate purposes. 

Mr. Rainwater. That is one of the assumptions, and I think so far 
as the State commissions are concerned, there has not been any great 
weight of opinion along that line as to whether they will or will not 
allow it. The Federal Power Commission did allow it in one case. 

Senator Kerauver. Inthe Panhandle Eastern Pipeline. 

Mr. Ratnwater. That is right. 

Senator Carroti. You are referring to this 167; are you? 

Mr. Rarnwater. No. I am referring to the fast writeoff. 

Now, with respect to section 167, so far as our own Commission is 
concerned, the Federal Power Commission, we have one case known as 
the Amere case—I believe the opinion was put in here the other day— 
in which they indicated that they would permit this tax deferral. 
However, they have not actually applied it as yet in any specific rate 
case. 
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Senator Kerauver. The Panhandle Eastern Pipeline case was sus- 
tained in the court of appeals; wasn’t it? 

Mr. Rarnwarter. Yes, sir. 

Senator Kerauver. All right. 

Mr. Chumbris, you had some questions? 

Mr. Cuumpris. There is another assumption, Mr. Chairman, and 
that is that the Government is going to borrow this money to make 
up for the taxes. Now, I understand that what we have to determine 
is that over the years that this fast tax writeoff is going to take place, 
wheher the Government is in the black or in the red, and if they are 
in the black they don’t have to borrow on the money, and if they don’t 
have to borrow on the money they won’t have to be paying that 3% 

ercent compounded over the 50-year period. I understand that should 

taken into consideration. 

Senator Keravuver. Of course, it is an assumption that the Govern- 
ment would have to borrow money to make up for the lag. Secretary 
Humphrey, in testifying before Sphator Byrd’s committee on May 7, 
1957, assumes that, and I guess we can assume that the Government 
will still be owing something over this period of time. 

But in any event, if the Government didn’t owe anything, it would 
be the same all the way around because the Government would have 
that much surplus if this money came in. 

Mr. Cuumpris. I think that, like Senator Dirksen said the other day, 
the people who are concerned with that phase of the Government, 
the Internal Revenue and Treasury Department, should be our expert 
witnesses on this particular point and not the chief accountant of the 
Federal Power Commission or tax consultants for other groups. 

Senator Keravuver. In that connection I think we do have the 
opinion of experts. Here is Secretary Humphrey before the Senate 

inance Committee, and I think it might be well to read this para- 
graph in the statement on page 7: 

The revenue lag from certificates issued through 1956 probably exceeds 
$5 billion during these early years, which will be recoverable in the years after 
1960, but the interest cost to the Government over the entire period of the lag 
in tax collections will be roughly $3 billion. 

Mr. Cuumpris. That refers to the program since it was initiated 
in September of 1950. 

eee Keravver. I don’t know what it refers to, but this is part 
of it. 

Mr. Cuumertis. It says through 1956. 

Senator Keravuver. I don’t know at what interest rate he was 
figuring, either. But I think that is right, we assumed the Govern- 
ment would be borrowing money or it would want to give a tax 
reduction to the people. But I think anybody is optimistic to figure 
nee three-hundred-and-eighty-odd billion dollars is going to be 
repaid. 

Mr. Cuvumeris. Just like Senator Goldwater has stated repeatedly 
in the Congressional Record, and he has another one in as of Wednes- 
day of this week, when he points out a colloquy between Mr. Robinson 
and Senator Anderson, and it is interesting to note Senator Anderson’s 
= of this compounding of interest over a 50-year period, and he 
said: 


You start with an assumption. Can you tell me where to put money at 
6 percent? 
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That was inquiring of this particular witness, which is relating to 
the testimony that is being brought out on the $329 million. I think 
that this particular insertion should be put in the record of this 
particular hearing. 

Senator Keravuver. Without objection, it will be put in. 

(The document refered to is as follows :) 


Rarm Tax AMORTIZATION IN CONNECTION WITH Proposep HigH Dam IN HELIS 
CANYON 


Mr. GotpwaTer. Mr. President, I ask unanimous consent that there be printed 
in the body of the Record at this point a statement which I have prepared on the 
subject of rapid tax amortization in connection with the proposed high dam in 
Hells Canyon. 

There being no objection, the statement was ordered to be printed in the 
Record, as follows: 

“STATEMENT BY SENATOR GOLDWATER 


“The backers of the Federal Hells Canyon bill and other friends of public 
power have bandied about some astronomical figures concerning the benefits they 
claim Idaho Power Co. will receive as a result of ODM’s rapid tax amortization 
certification of the Brownlee and Oxbow Dams. 

“In 1955, when another Hells Canyon bill—S. 1333—was pending in the Senate, 
they produced a benefit figure of $338 million. This year they have come up 
with a figure of $329 million. In any case, they have been so generous as to 
make them suspect of trying to kill Idaho Power’s projects with kindness. 

“These figures are the product of mathematics done with mirrors. It is a 
part of a public power indignation campaign to whip up a fury against Idaho 
Power and thus win substitution of a half-billion-dollar Federal Hells Canyon 
for the public utility’s three-dam project now well underway on the Snake 

ver. 

“It is worth examining the method used in achieving this figment of mathe- 
matical imagination on the part of the Hells Canyonites. This method is de- 
scribed in the testimony given by Mr. Charles A. Robinson, Jr., staff engineer 
of the National Rural Electric Cooperative Association, before the Senate Irri- 
gation and Reclamation Subcommittee on May 3, 1955. That’s when S. 1333 was 
before the subcommittee. A reading of this testimony clearly exposes the kind 
of mathematical legerdemain which has been and is being used. It would be 
downright sad if it were not so ludicrous. It recalls that old math gimmick 
which involves figuring how many billions we would have now if we had had the 
foresight to invest 1 cent at 6 percent compound interest in the year 1. 

“TI append for printing in the Record at this point excerpts from Mr. Robinson’s 
testimony on May 3, 1955, before the Subcommittee on Irrigation and Reclama- 
tion of the Senate Interior and Insular Affairs Committee, and I call particular 


attention to the observations of my esteemed colleague the Senator from New 
Mexico [Mr. Anderson]. 


“EXCERPTS FROM THE TESTIMONY OF CHARLES A. ROBINSON, JR., STAFF ENGINEER, 
NATIONAL RURAL ELECTRIC COOPERATIVE ASSOCIATION, ON 8. 1333, HELLS CANYON 
PROJECT, BEFORE THE SUBCOMMITTEE ON IRRIGATION AND RECLAMATION OF THE 
SENATE COMMITTEE ON INTERIOR AND INSULAR AFFAIRS, MAY 3, 1955 


“What is the proposal of the private utility company for financing this project? 
The cost of its plan has been estimated at between $129 million and $176 million, 
and it claims that it will all be financed by private investment. Nonetheless, the 
company had pending on April 25, 1955, before the Office of Defense Mobilization 
applications for rapid tax depreciation certificates which would allow them to 
write off $35.9 million of the cost of the Oxbow development and $67.1 million 
of the proposed cost of the Brownlee development. 

“Senator ANDERSON. Not writeoff, but accelerated depreciation over a 5-year 
period. 

“Mr. Roprnson, Yes, sir. Depreciate whatever portion of the certificates were 
granted to them in a 5-year period. 

“Senator ANDERSON. What is the normal depreciation on a powerplant; around 
35 or 40 years? 

“Mr, Ropertson. I would say that would be reasonable; yes, sir. 
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“Senator ANDERSON. On these dams it has been 50 or even more years. 

“Mr. Rostnson. On Federal projects the cost of the dam is repaid over a period 
of 50 years; that is, the rate is designed to repay the power cost over a 50-year 
period. However, the benefit-to-cost ratio of many dams is figured on a 100-year 
period. So we can assume that, under the Federal plan, probably the entire cost 
will be repaid in a 50-year period, and then the Government will get the revenue 
from the project for an additional 50-year period, dUring which there will be no 
repayment of initial capital cost. 

“I asked our economist, Dr. Cochran, who is here with us today, to determine 
what these rapid tax-depreciation certificates would mean to the company in 
the way of benefits. Investment over a 50-year period at 6 percent, we figure 
the company would earn a total benefit of over $338 million on these certificates, 
and that is almost twice the highest estimate of the entire construction cost of 
all 3 projects. 

“This is the way we arrived at that figure. Take the amount that the com- 
pany is authorized to depreciate over a 5-year period. That enables them to ac- 
cumulate each year during the first 5 years a great percentage or a high percent- 
age of the amount they would ordinarily pay for taxes. That is, if they were 
allowed to write off $100,000 a year, we will say, the tax rate is 50 percent, 
roughly, on a corporation ; 52 percent, I believe. That means the company would 
save each year half that amount, or $50,000 in taxes. Our calculations assume 
that after this money was accrued by the company during the first 5 years it 
would be invested at 6 percent for the remaining 45-year period, and each year 
during the succeeding 45-year period the company would repay the taxes that 
were withheld during the first 5-year period, which we think is a reasonable 
assumption. 

“In summary, Mr. Chairman, our people in the Pacific Northwest and through- 
out the country are in wholehearted support of the project. We feel it will 
provide significantly more prime capability and more average annual energy 
than the company plan, both of which are badly needed in the Pacific Northwest. 

“We feel that the large reservoir storage capacity of the Federal project 
as contrasted with the company plan will spell security for the Government’s 
existing $2 billion investment in downstream multiple-purpose projects, and 
would help to maintain the feasibilty of the Columbia River development plan. 

“The argument is frequently made, Mr. Chairman, that commercial power- 
company development will mean more revenue to the Government because of 
the fact that the revenue from the company project would be subject to Federal 
income tax. From this premise the companies figure that private construction 
means increased taxes from the area. 

“We believe this to be a false conclusion because of the fact that the income 
tax coming to the Government from any particular area depends not only on 
the tax rate and the amount contributed by any given corporation, but also upon 
the entire tax base of the area. In areas where the Federal Government has 
undertaken large-scale development, major industfial, agricultural, and eco- 
nomic development has followed, which we feel has increased the tax base and 
made available more revenue than probably would have been made available 
had the Federal plan not been pursued. 

“T believe this especially true in the TVA area. 

“We think that the obvious attempt of the Idaho Power Co to secure Federal 
subsidization of its plan through the issuance of tax amortization certifications 
indicates that the company expects the taxpayers to lend it appreciable financial 
assistance and, by comparison, Federal construction will return to the tax- 
payers not only the benefits of area development, but the entire cost of the 
project within a 50-year period. 

“That is all, Mr. Chairman, except that I would like to submit for the record 
two resolutions in support of the Hells Canyon project which are attached to 
my statement, and which urge construction by the Federal Government. They 
were unanimously adopted by our 13th annual meeting of members in Atlantic 
City, N. J., on February 17, 1955. 

“I appreciate the opportunity of presenting my somewhat Voluminous state- 
ment, and I am sorry I have taken so much time. 

“Senator ANDERSON. That is all right. I do think the figures on certificates, 
on page 14 of your statement, are subject to quite a bit of analysis. 

“Mr. RoBinson. Would you like to go into that, sir? 

“Senator ANDERSON. I just want to give you my own reaction to it. If it is 
$103 million over a 5-year period, that is a writeoff of $20 million a year, a sav- 
ings of $10,400,000 a year in taxes. For a 5-year period it would be a total 
saving of maybe $50 million. At the end of that period they are certainly 
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not going to be able to invest that money at 6 percent or, if they can, they 
ought to go out of the utility business and go into the investment business. 

“Secondly, you want to remember that after that, for the next 45 years, 
they will pay higher taxes, because they will not be permitted to take the 
depreciation. 

“Understand me, I do not like this any better than I like the fact that 
Duquesne Power & Light Co. wrote off its plant up at Shippingport, Pa. I think 
it is wrong, and I do not believe in it at all. There is no defense connected with 
it. But I do not believe it figures out to a saving of $300 million. 

“Mr. RoBprnson. Let me comment on your question, and then I would like 
to introduce Dr. Clay Cochran, who prepared those figures. 

“You see, the thing is that after the first 5 years, assuming you invest at 6 
percent or possibly at—— 

“Senator ANDERSON. You start with an assumption. Can you tell me where 
to put money at 6 percent? 

“Mr. Rosrnson. The utility companies constantly claim that they need a 6- 
percent return to stay in business. 

“Senator ANDERSON. I am not arguing that. As a matter of fact, as you well 
know, I have had a few things to say about a certain Dixon-Yates contract which 
was built up on that basis. But I say you cannot figure that somebody is going 
to invest his money so it makes 6 perecent.” 


Senator Keravver. I think on that point, Mr. Rainwater—you 
would certainly know—is 6 percent the eee? and usual allowable 
income or return on public utility investments ? 

Mr. Rarnwater. I would say that that is the most universally ac- 
cepted rate. Of course, there are variations from it. 

nator Krerauver. Sometimes it may be some higher—— 

Mr. Rarnwarter. Sometimes lower. Sometimes it may be higher. 

Mr. Cuumpris. Senator Anderson goes on to say: 

At the end of that period they are certainly not going to be able to invest that 
money at 6 percent, or if they can they ought to get out of the utility business 
and get into the investment business. 

Senator Keravuver. Anyway, this is on the assumption that that is 
the usual allowable return on the investment. 

Mr. Cuumenris. There is one other point before we get off that. 

Mr. Kenpau. I am very leans inallthis. I wonder if I might 


ask a question about the assumptions, whether—what tax rate was as- 
sumed to be applicable to the return to the company on this interest- 
free loan? hen you have $329 million or $339 million profit, what 
tax rate was assumed on that profit ? 

Mr. Rarnwater. Well, I didn’t have to make any assumption as to 
what tax they might pay on it. I was making an assumption of the 
tax rate which they might pay in regard to the deferred part of it. I 

1 


used a 52 percent tax rate which, of course, is quite possible. 

Mr. Kenpaut. In order to arrive at the interest-free loan, you used 
a 52 percent tax rate? 

Mr. Rarnwater. Yes, sir. 

Mr. Kenpatu. But the interest on that loan was assumed to be tax 
free in the earnings that they could make on it ? 

Mr. Rucker. The assumption is that they continue to reinvest. 

Mr. Kenpatu. Without paying any taxes? 

Mr. Rucker. Well, they don’t have to pay taxes on their investment. 

Mr. Kenna. On their profit? 

Mr. Rucker. Yes. But not on their investment. On their profit; 

es. 

¥ Mr. Ratnwarer, I wonder if I might clear that up. My assumption 
is this, that the company will reinvest in this plant, and going in plant 
it will be in the rate base and for purposes of rates, that the regulatory 
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commission will allow in its cost of service not only the 6 percent on 

the rate base, but they will also allow whatever the taxes are for that 
articular period. So, the taxes would be provided for, but they will 
e over and above the 6 percent. It is included in the 

Mr. Kenpatu. The earnings would be 104 percent of 6 percent, and 
the Government would be taking a little more than the company kept 
each year on a 52 percent tax rate. 

Senator Kerauver. The point is that the 6 percent represents net 
profit that the company is allowed to make on an average over and 
above the payment of all taxes and expenses. Is that true, Mr. 
Rainwater? 

Mr. Rarnwater. That is the general ratemaking treatment. 

Senator Keravver. State taxes, Federal taxes, all the other taxes. 

Mr. Rarnwater. Yes. 

Mr. Kenpauu. The 52 percent rate, then, they were paying taxes on 
something more than 6 percent to the Federal Government. 

Senator Kerauver. They may have been paying something to the 
Federal Government, but the 6 percent benefit to them is figured after 
the payment of all the taxes. That is where he gets the $339 million. 

Mr. Kenpatu. Should the payment of taxes on their earnings be 
considered in deciding what this cost the taxpayer ? 

Mr. Drxon. Mr. Kendall, there has been mentioned two sets of 
books. The moneys that are being talked about here are in the sense 
of capital investment or improvement and are not taxable. 

Mr. Kenpauu. The earnings are taxable, surely, the 6 percent that 
you are talking about. 


Senator Keravuver. If they are returns of capital 
Mr. Kennvatu. The 6 percent that you are talking about are profits. 


Senator Keravuver. If they are returns of capital. 

Mr. Drxon. Mr. Kendall, there has been put into this record be- 
fore, and Senator Kefauver has here today, an annual report of the 
Pacific Power & Light Co., 1956. Five companies come together to 
make up that joint venture. Page 8 of this report deals with net 
income and dividends. This illustrates what can happen to the 
moneys that are being talked about, when instead of reinvesting in 
capital improvement they could be returned. It says here: 

Net income for 1956 was $10,777,000. Before provisions for deferred income 


taxes resulting from accelerated amortization of the Yale project compared 
with $8,997,000 for the prior year. 

On the basis of a tentative determination which has not been reviewed by 
the Internal Revenue Service, tax counsel for your company has advised that, 
for Federal income-tax computation purposes, 37 percent of the common stock 
dividend paid on January 1, 1956, and 65 percent of common dividends paid on 
April 10, July 10, and October 10 are not taxable to stockholders as dividend in- 
come and should be applied to reduce the tax cost base of the shares upon 
which such dividends were paid. All common stockholders were informed of 
this by letter on January 4, 1957, and were also informed that the portion of 
1957 dividend payments which would be nontaxable as dividend income should 
be no less than 65 percent. 


There is the tax expert’s statement by this firm in this annual state- 
ment. 

Senator Kerauver. What is the company ? 

Mr. Drxon. This is the Pacific Power & Light Co., which had re- 
ceived an amortization certificate for the Yale project and which also 
gets its advice from Ebasco. 
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Mr. Cuumepris. But on that basis, if they give it to the stockhold- 
ers of stock dividends, then the corporation won’t have it to invest 
over the 50 years at 6 percent compound interest. You can’t have it 
two ways. It is either going to stand and they are going to invest 
it and reinvest it and bring this $320 million up, or if it is given to the 
stockholders the corporation canna possibly get the $329 million fig- 
ure you are talking about. 

Senator Carrotu. Mr. Chairman, I think we have got to get this 
record straight. If I may make a suggestion, as I understand it— 
and I want Mr. Rainwater to check me—this $30 million is the base 
of your eas $6 million a year for 5 years. We have a 
decision by the Federal Power Commission sustained by the circuit 
court of appeals that this money cannot be distributed as dividends. 
That is the testimony of Mr. Kuykendall before the Commission. 
So, therefore, it can only go into one place, earned surplus. If it goes 
into earned surplus, it is reinvested into capital, as Mr. Kuykendall 
said in his testimony. Being reinvested, it will be included in the 
rate base, and that is why I made the observation the other day that 
the money not able to be distributed in dividends goes back in, at 6 

reent. Finally Mr. Kuykendall volunteered this information when 

e said, when it goes back into capital investment, it enhances the 
value of the stock. If it doesn’t go in dividends, it goes into the value 
of the stock and eventually someday when they sell the stock, they 
will pay capital gains. 

But Chairman Kuykendall made the point that, even more, it in- 
creases the money that is considered for the rate structure. So, I 
think we have got to simplify this whole thing. 

Senator Keravuver. That is correct, and 1 am grateful to you for 
qualifying it, Senator Carroll. Senator Carroll was for many years 
a member of the Ways and Means Committee and he knows this tax 
matter very, very well. I think that if the company is taking rapid 
tax amortization, which is a subsidy from the people to the company, 
and passes it on to stockholders as nontaxable dividends, that it is a 
compounded injury. It is all the more reprehensible and, further- 
more, it is in violation, as I understand it, of the Federal Power Com- 
mission’s regulations. But apparently some of them may be doing it. 

We have asked Chairman Ruykendall to make a study and find out 
where and by whom this rule is being violated, where Government 
money is being taken and then immediately passed back as nontaxable 
return of capital to stockholders. 

Senator Carrotu. That is exactly right, Mr. Chairman; this is the 
basis of the real fight. 

Senator Keravver. But it is certain it is not a benefit that is passed 
on to the consumer. 

Senator Carroiu. That is exactly the point right there, Mr. Chair- 
man. If they had taken this money, which is a subsidy, if we want 
to call it that, in any event it is interest-free loans, if they had taken 
that money and applied it to reduce the rate structure, that is what 
the great fight was all about. As a matter of fact, I raised the mat- 
ter inferentially in my own State of Colorado, but the ruling was it 
has to be held in this surplus fund, and it builds like yeast, and all 
the time while it is to the benefit of the utilities it is really working 
against the rate structure and working against the consumer. 
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Senator Kerauver. Have we got it clear, Mr. Rainwater, that in 
figuring the 6 percent return usually allowed the utilities by the 
Federal Power Commission and other regulatory agencies, that is, 
after payment of taxes and other expenses ¢ 

Mr. Rarnwarter. Oh, yes. It is after payment of taxes. 

Mr. Cuumeris. I just want to get one thing clear, too. Assuming 
Mr. Rainwater’s figures of $8314 million are correct on the tax loss 
to the general public, and assuming that his other figure of $24 million 
under section 167 is true, then the net loss to the taxpayers would be 
approximately $60 million rather than $8314 million because they have 
a choice of one or the other. Is that correct, Mr. Rainwater? 

Mr. Rarnwater. That would be the net effect by contrasting the 
two methods. 

Mr. Cuumpris. One offsets the other. So the net loss could be $60 
million rather than $8314 million, assuming his figures are correct. 

Senator Kerauver. I think that is right. 

Mr. Cuumepris. I understand that Secretary Seaton, who testified 
that it was $17 million, is reexamining it and may have some addi- 
tional information for the subcommittee. 

Senator Kerauver. I hope he does. We will probably have some- 
thing here to back it up. 

Gentlemen, Mr. Wyckoff and Mr. English, how does this very 
substantial amount of loss of taxes to the Government, which comes 
from taxpayers of the United States, benefit the utilities? I can’t 
help but think about all the advertisements paid for as an operating 
expense from the money of the taxpayers which these utilities have 
been publishing in magazines and newspapers, whole pages all over 
the United States, advertisements charging that public power is social- 
istic, or inferring that they have been operating without any cost to 
the taxpayers. How do you reconcile that, Mr. Wyckoff? 

Mr. Wyckorr. I don’t, Senator. 

Senator Keravuver. It can’t be reconciled, can it? It does cost the 
taxpayer, doesn’t it, even though these advertisements say that they 
operate without cost to the Government or cost to the taxpayers of 
the: vies States? It is simply not true. Don’t you think that is 
right ¢ 

Mr. Wyckorr. Senator, I have no opinion on it. I operate simply 
within my own field and that is out of my field. 

Senator Kerauver. Can you reconcile those two statements: that 
there is this big cost to the taxpayer and yet their advertisements say 
there is no cost to the Federal Government and the taxpayer? Is 
there any way you can reconcile it? 

Mr. Wycxorr. No. 

Senator Keravuver. Can you, Mr. English? 

Mr. Enattsu. No, sir; I have made no study of it. I couldn’t voice 
an opinion on it one way or the other. 

Senator KEravuver. Gen you reconcile it, Mr. Rainwater ? 

Mr. Rarnwater. No, sir; I cannot reconcile it. 

Mr. Cuumeris. I think that the Chairman in his testimony last 
week pointed out that this would not be subject to a Federal appro- 
priation. He used that term. In other words, Congress itself would 
not have to appropriate any money for this Idaho project. 


94133—57—pt. 1——-36 





558 RAPID AMORTIZATION IN REGULATED INDUSTRIES 


Senator Krrauver. Congress has appropriated money in giving 
them these benefits. 

Mr. Cuumeris. I mean direct appropriation. 

Senator Kerauver. Somebody has to pay for it. 

Hove you got some of these statements, Mr. Dixon? 

Mr. Dixon. Mr. Chairman, yesterday one of our staff, Mr. Cole, was 
at ODM and he was going through the files of the companies that had 
been represented by Ebasco in obtaining their certificates. One of 
these files was with relation to the Portland General Electric Co., 
which had received a $13,300,000 certificate. The application was 
dated July 26, 1955. One of the statements is of interest and I would 
like to read it. 

Senator Keravver. Is that the application of the company ? 

Mr. Dixon. Yes; this is an appendix to the application and it states: 

The estimated cost of the project is $13,300,000. The cost of power from this 


project will be materially higher than the cost of Federal power purchased from 
the Bonneville system. 


And now this: 


In order to make the project reasonably competitive with Federal power and 
to provide incentive for early construction, Portland General Blectric Co. requests 
that a necessity certificate be issued to Portland General Electric Co. authorizing 
accelerated amortization of the North Clakamas project. 

In other words, on the application itself it says to give them this 
money so they can compete with the cheaper public power. 

Senator Krerauver. That is very interesting. Senator Carroll, you 
had some questions? 

Senator Carroii. Yes; things are not clear in my mind but I want 
to come, if I may, to this. Mr. English, there was partial mobiliza- 
tion in some of these earlier goals? 

Mr. Eneuisu. The early part of the goal included 116 million kilo- 
watts. That was based on partial mobilization and the present-day 
economy. 

Senator Carrori. That stemmed through these years of 1950, 1951, 
1952. That is when we had Korea. 

So we had partial mobilization, Mr. Chairman, in the war situation, 
and then we had full mobilization in peace because your full mobiliza- 
tion came later; isn’t that so? 

Mr. Eneuisu. There was a preparedness program for full mobili- 
zation. 

Senator Carrott. Wasn’t this sort of a war program, a defense 
program ? 

Mr. Encuisu. The decision of ODM was for requirements to meet 
full mobilization under an attack situation. 

Senator Carroutzi. I think you remember after 1953 there was a 
truce declared in Korea. There was no shooting in 1953 to speak of. 

Senator Kerauver. It came in April 1953, didn’t it ? 

Senator Carroiy. Yes; it was in April 1953. 

It was after that time. Now comes peace. If we listen to all the 
propaganda that came out, it was the first time we had been in peace 
for a long time, and it was at that very time they moved into full 
mobilization. You are not a policymaker, but I want to ask this 
question here. It isn’t quite clear tome—— 

Senator Keravuver. Let us get Mr. English’s comment on that. be- 
cause he was one of the important ones in the conference to extend the 
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goal from partial to full and to increase the goal to 150 million kilo- 
watts. What about that, Mr. English? 

Mr. Enatisu. Well, basically, the goal was increased from 116 mil- 
lion to 150 million on a survey that was made by ODM, and it was 
deemed essential that they should have that much power by the end 
of 1958 to meet full mobilization production, and it was extended for 
purposes of getting the power into being to meet full mobilization 
requirements. 

enator Carrotu. Did full mobilization mean 24 percent ? 

Mr. Enouisu. It was assumed that anything about 20 percent would 
be comparable to full mobilization. 

Senator Carroiy. Are you familiar with the report of the Joint 
Committee of Congress that now says that after all this planning and 
the mobilization and the goals that were set, that you are only about 
15 percent today, right where the normal growth pattern is, after this 
tremendous expenditure of money ? 

Mr. Enetisu. Well, I am sure it does lag but it comes back some- 
what better than 20 percent in 1958 by the end of the goal. 

Senator Carroti. You think it would by the end of the goal ? 

Mr. Encuisu. Yes, sir. 

6 Senator Kerauver. What was that survey you were speaking of by 

DM? 

Mr. Eneutsu. They made a study of the requirements for produc- 
tion under full mobilization. 

Senator Keravuver. Is that survey available to the public? 

Mr. Eneuisu. You will have to ask somebody else. 

Senator Kerauver. Mr. Kendall, do you have that survey ? 

Mr. Kenpauu. I don’t know what is public about it, sir. I will 
have to check that. 

Senator Keravuver. Will you make it available to the committee? 

Mr. Kenpatu. I will have to check and see what it is, sir. 

Senator Keravuver. Was any survey made, Mr. Wyckoff? 

Mr. Wycxorr. I know nothing about it. I’m sorry. 

Senator Keravuver. You didn’t hear about any survey ? 

Mr. WycxorrF. No. 

Senator Kerauver. We would like to have a copy of the survey if 
one was made. 

Mr. Kenpatt. I will take a check on it right away. 

Senator Keravuver. All right. Continue, Senator Carroll. 

Senator Carroti. Mr. English, after the Korean truce and in about 
June or July of 1953, were you in the Department then ? 

Mr. Eneuisu. Yes, sir. 

Senator Carrott. Did you know Mr. Jason Dryer? 

Mr. Enouisu. Yes, sir. 

Senator Carrotyi. Was he your superior ? 

Mr. Eneouisn. He was Chief Counsel and Deputy Administrator. 

Senator Carrott. He was your superior, then, was he not? 

Mr. Encutsu. Yes, he was. 

Senator Carrotu. There was a whole change in this program, then, 
was there not? What was his title then ? 

Mr. Encuisn. He was Chief Counsel and Deputy Administrator. 

Senator Carrotu. He is the one that really passed upon these cer- 
tificntes at that time. It was chiefly on his recommendation, was it 
not, that certificates were granted? 
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Mr. Eneuisu. He probably reviewed the procedure that was fol- 
lowed in recommending the certificates. 

Senator CaRRoLL. Ateaah then, at the time he left the Department 
of the Interior, there was a change in functions, a change in divisions, 
and there was a shutoff, was there not, in the issuance of these cer- 
tificates ? 

Mr. Eneuisu. Not at that time; no. They continued on. 

Senator Carrot... How long? How many did you issue in 1953, 
after July ? 

Mr. Eneuisu. I would have to look at the records. 

Senator Carrotu. Did you issue some in 1954? 

Mr. Enouisn. If I recall, the goal was closed in 1954. 

Senator Carrotu. That is right. It was closed starting about July 
1953. You had a little trickle of those that had been filed previous 
to that date. Is that not so? 

Mr. Enauisu. If I recall, the goal was taken out of suspension for 
some 30 days or so. 

Senator Carroiu. That is right. 

Mr. Enauisu. At the end. 

Senator Carro.u. So actually everything was closed. There was a 
slump. 

Mr Eneuisu. It was suspended. The goal was never closed. It 
was placed on the suspended list. 

Senator Carrot. But in any event, certificates were not issued ? 

Mr. Eneuisu. That is right. 

Senator Carrott. They were not issued in 1954, not issued in the 
early part of 1955. Is that right? 

Mr. Eneutsu. That is right. 

Senator Carroii. Until there had been some specific treatment to 
that goal, there would be no specific certificates issued ? 

Mr. Eneuisu. That is right. 

Senator Carrott. Wasn’t that the purpose you folks met in con- 
ference for and had your program in 1955, as you testified here this 
morning ? 

Mr. Eneuisu. That was the purpose of the conference; yes. 

Senator Carrot, That is right. To open the goal. 

Mr. EnGuisu. To see what the power situation was in relation to 
the capacity that was available under full mobilization. 

Senator Carrott. When you formulated this program of opening 
the goal, you then reactivated the Idaho Power Co. certificate, did 
you not, by virtue of your action ? 

Mr. EnouisH. It was eligible. 

Senator Carro.u, It was in limbo then, was it not? 

Mr. EneuisH. It was eligible. 

Senator Carro.u. It was eligible but there was no action taken on 
any of the certificates and it was really the action taken in 1955 that 
brought the breath of life back into the Idaho Power Co. license, 
isn’t that so? 

Mr. Enoiisu. That would be right. 

_ Senator Carroiy. I think we have had some testimony this morn- 
ing by Mr. Rucker, and I want Mr. Rucker to check me because I 
want to understand this if I am right. 

From May of 1955 in this period of peace, Mr. Chairman, not in 
war, there was a loss of revenue, based upon the computation given 
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by you in collaboration with the method used by Mr. Rainwater, of 
$78 million, approximately. 

Mr. Rucker. That is correct, Senator. That is my computation of 
cost to the taxpayers over the period. 

Senator Carrout, We are now talking about electric power goals. 

Mr. Rucker. That is correct. These are certificates under goal 55. 

Senator Carrot. Then by virtue of the same benefit plan there was 
a $214 billion benefit to those facilities that received the fast tax 
writeoff. 

Mr. Rucker. That is right. 

Senator Carrow. I will go back, if I may, to Mr. English now. 

Senator Keravver. Will you yield to Mr. Chumbris? 

Senator Carrot. May I finish this one point?) Who initiated this 
program of reopening? Where did that stem from, Mr. English ? 

Mr. Enauisx. It stemmed from a study that was made by the Office 
of Defense Mobilization. 

Senator Carrott. Who activated it? Who really said, let’s restudy 
this thing? Who was there besides yourself? Yourself and who else 
was there ? 

Mr. Enetisxu. It stemmed from the Office of Defense Mobilization. 
At their request a study was made. 

Senator Carroiy. Is that the survey that the chairman has asked 
Mr. Kendall to bring in? 

Mr. Enautsn. Yes, sir. 
ee Carrott. Do you know how long that survey was going 
on 

Mr. Enauisu. No, sir. I couldn’t tell you because it was within 
the office of the ODM and they were making a study of the require- 
ments and I don’t know how long it was in progress. 

a Carrott. Do you know what method they used in their 
survey 

Mr. Enetisu. No, sir; I do not. 

Senator Carroxtu. Did they call upon Ebasco to give reports to 
them and make surveys to assist them ? 

Mr. Eneutsu. Not that I know of. 

Ceniaher Carrot. The technicians are in your department, are they 
not 
cam Eneuisu. Not on the goals. The goals are under control of 

Senator Carrotu. I understand where the goals are, but I am talk- 
ing about the technicians, the egineers who understand what is going 
on. The mechanics, the machinery, are in the Department of Interior, 
are they not ¢ 

Mr. EnerisH. We make the stutlies on capacities and loads. 

Senator Carrott. You know more about what the | ale utilities 
are doing than ODM because the experts are in the Department of 
the Interior. 

Mr. Eneuisu. We furnished ODM with the capacity and loads. 

Senator Carrot. That is what I want to know. 

Mr. Eneouisu. The study was made on that basis. 

Senator Carrotu. Who helped you prepare those studies? There- 
fore, the study must have been initiated by the Department of the 
Interior. 

Mr. EnatisH. Not initiated. 





562 RAPID AMORTIZATION IN REGULATED INDUSTRIES 


Senator Carrot. Let’s say you cooperated. 

Mr. Encuisu. We cooperated with ODM. 

Senator Carrott. How did you get your information? With 
whom did you work in Interior? How many people did you have 
working on this? 

Mr. Eneuisu. Mr. Gardner George and myself brought the study 
up to date. 

Senator Carrott. Who? 

Mr. Eneuisu. Mr. Gardner George. 

Senator Carrott. What is his title? 

Mr. Eneuisu. He is an electrical engineer with the Department of 
the Interior. 

Senator Carrotu. I assume as you were making that survey, you 
had the help of other economic groups, did you ? 

Mr. Eneouisu. No. We brought the study up to date between us. 

Senator Carrott. Where did you get your information from? 

Mr. Enguisn. It was taken from Federal Power Commission re- 
ports and from industry reports. 

Senator Carroty. Who furnished the industry reports? 

Mr. Eneuisu. It was taken from statistics that were published in 
the EEI. 

Senator Carrotz. Did you call upon any member of industry itself 
to aid and assist you? 

Mr. EneuisH. We did not. 

Senator Carrott. You talked to no one in Ebasco about this at all ? 

Mr. EneuisH. We did not. 

Senator Carrotu. How long was that survey and study under con- 
sideration ? 

Mr. EnouisH. We were probably 2 weeks in bringing the capacity 
and load study up to date. 

Senator Carrot. What year did you conduct that in? 

Mr. Enouisu. I would have to look at the records. I think it was 
the first part of 1955. 

Senator Carroiy. Did ODM ask you to make that survey ? 

Mr. Eneuisu. They did. 

Senator Carrott. Do you have the letters in your file that would 
show the request for you to make such a survey ? 

Mr. EncuisuH. It was an oral request, as I recall it. 

Senator Carrotu. Nothing; no letter of any kind? 

Mr. Encuisx. I don’t recall a letter. 

Senator Carrot. Did you clear that with anybody in the Depart- 
ment of Interior? 

Mr. Enouisx. That was part of our normal duties, to keep the ca- 
pacity and load reports up to date and make it available. 

Senator Carrouu. I know; but this was a special survey because you 
anticipated an examination of the goal, did you not? 

Mr. Eneuisu. We didn’t anticipate an examination of the goal; no, 
sir. We were bringing the figures up to date for ODM to review. 

Senator Carrotyi. Did they ask you to bring them up to date? 

Mr. Encuisu. Yes; they asked us. 

Senator Carrott. Who made that request of you? 

Mr. Eneuisu. Mr. Stehman. 

Senator Carrott. Mr. Chairman, has Mr. Stehman been before the 
committee ? 
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f Senator Keravver. I don’t know Mr. Stehman. Let’s find out who 
e is. 

Senator Carrott. What is his title? 

_Mr. Eneuisu. He was with the Power Division of ODM at that 
time. 

Senator Carroty. That was sometime in early 1955? 

Mr. Enouisn. Yes, sir. 

Senator Carro.u. Is Mr. Stehman still in ODM? 

Mr. Eneuisu. I really don’t know. 

Mr. Kenpauu. He is still with ODM. I don’t know his title. 

Senator Kerauver. What is his first name, Mr. Wyckoff? 

Mr. WycKorr. Harold. And that is S-t-e-h-m-a-n. 

Senator Kreravuver. What is his position? He is the man whomade 
the request, so let us find out about him. 

Mr. Wxrcxorr. I don’t know his present position. 

Senator Keravuver. Do you, Mr. Kendall ? 

Mr. Kenpatu. No. I do not know what his present title is. 

Senator Kerauver. Do you, Mr. Farrell? 

Mr. Farrewu. He is in the production area. I don’t know his exact 
title. He reports to Mr. Beitzel. 

Senator Kerauver. All right. We won’t get much information 
about Mr. Stehman. 

Senator Carrouu. In any event, in order to ascertain the needs, they 
would have to come to you; and you and this other gentleman, Mr. 
George—you two worked on this matter by using Federal Power Com- 
mission statistics and the statistics of private industry and you gave 
them the information they wanted. 

Mr. EneouisH. No, Senator. That wasn’t the case. 

Senator Carrouii. You tell us what the case was. 

Mr. EnouisH. ODM had the production requirements. That is part 
of ODM functions which required certain power requirements, and 
all we furnished was the actual and estimated power capacity that 
was available plus the actual and estimated loads that were existing 
at that time, and they based their study on what would be required to 
meet their production requirements and they established the goal as 
150 kilowatts by the end of 1958 to meet their production requirements. 
We had no part in planning production. 

Senator Carrot. I think I- understand what your situation is. 
What you were supposed to do is tell them about the capacity of exist- 
ing plants? 

Mr. Enoetisn. That is right. 

Senator Carrotu. You were using the FPC and these other private 
reports to establish them. 

Mr. Eneuisu. That is correct. 

Senator Carroiti. Did you pick out certain plants or did you go 
over the whole industry? Did you make a selection of certain plants? 

Mr. EneuisH. It was based industrywide. 

Senator Carrotu. Did you talk about certain areas that were defi- 
cient and some that were surplus area in power? 

Mr. Enouisu. Each area was analyzed as an area which indicated 
the ones with a large percentage of reserves and the ones with the 
small ones. 

Senator Carrotu. Did you confer with any particular individual in 
the Federal Power Commission to determine their viewpoints? 





564 RAPID AMORTIZATION IN REGULATED INDUSTRIES 


Mr. Eneuisu. I think we had a conference with Mr. Hughes and 
Mr. Bennett. 

Senator Carrotz. Are they on the Federal Power Commission engi- 
neering staff ? 

Mr. Eneuisu. They are. 

Senator Carroty. In any event, they had to come to you to get this 
type of information before they could talk about their goals and you 
furnished the information ? 

_ Mr. Eneuisu. We furnished the actual load and capacity informa- 
tion. 

Senator Carroiy. I think we ought to have that report, Mr. Chair- 
man. There is nothing highly classified about that report. 

Senator Keravuver. Can you furnish that report? 

Mr. Eneuisu. It will be just a compilation of figures. 

Senator Kerauver. Do you have it available? 

Mr. Eneutsu. I will see if it is available. 

Senator Keravuver. Give the committee a photostatic copy of it. 

Senator Carrott. Can you go back at least to the time of the peo- 
ple in the meeting and conference? See if this refreshes your mem- 
ory a little bit as we go back to that. Who was there at that meeting 
in 1955? 

Mr. Eneuisu. Sir, I can’t recall who was there. There was Mr. 
George and myself who were present from Interior, Mr. Stehman 
from ODM, and there were 1 or 2 others but I don’t recall their names 
at this time. 

Senator Carroitu. Were there any topflight policymakers there ? 

Mr. Eneotisu. No. Just the working force. 

Senator Carrotz. Did you confer with anybody, the Secretary of 
the Interior, or the Assistant Secretary of the Interior, at that time 
about what you were doing? Do you have to have your reports 
approved ? 

r. Enetisn. Not a report of that type because it is ordinary 
procedure and just a routine job. 

Senator Carroiu. I think that is all I have, Mr. Chairman. 

Senator Kerauver. Mr. English, the crucial thing seems to be who 
made the decision that we had to go from partial to full mobilization, 
and raise the reserve above normal load from 15 to 24 percent. Who 
made that decision. That is what we want to get. 

Mr. Enorisu. I would say, sir, that decision was made in the Office 
of Defense Mobilization. Who made it, I don’t know. 

Senator Kerauver. Was it made by Dr. Flemming or by Mr. 
Wyckoff ¢ 

r. Eneuisu. I couldn’t say who made the decision. It was made 
/ the Office of Defense Mobilization. Who made the decision, I don’t 
ow. 

Senator Keravver. Can you tell us, Mr. Wyckoff ? 

Mr. Wycxorr. I had nothing to do with it, Senator. 

Senator Kerauver. Mr. Kendall, do you know who made the deci- 
sion ¢ 

Mr. Kenpauu. Dr. Flemming made the decision, Senator. 

Senator Kerauver. Mr. Kendall, after the Korean war was over, 
why would they go from partial mobilization to full mobilization and 
raise the reserve above normal demands from 14 to 24 percent? 
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Mr. Kenpatu. Because of the danger of attack, sir. 

Senator Kerauver. Do you mean that the danger was greater then 
than it was during the Korean war? Isthatthe calculation? 

Mr. Kenpatu. No. I don’t think the danger was greater then. The 
materials availability was better then and it was possible to make a 
more nearly adequate preparation for the possibility of full mobiliza- 
tion. 

Senator Kerauver. Can you tell us whether this was a decision by 
the military or by the White House or where was such a decision made 
to go from partial to full mobilization ¢ 

r. Kenpatu. The decision, sir, that there is danger of an attack, 
that there is a threat—— 

Senator Keravuver. I know, but this is a very important decision, 
particularly since the shooting was over in Korea. Where was the 
decision really made, Mr. Kendall ? 

Mr. Kenpauy, Dr. Flemming made the decision. He may have 
talked with a number of people in making that decision. 

Senator Krerauver. Were you in on these conferences where this 
decision was made? 

Mr. Kenpauu. I don’t remember a specific conference on this goal, 
no, though I may have been. I don’t remember one. I might be able 
to add something to that if we could look back at the records of the 
time of the goal was made. It may have been discussed at the De- 
fense Mobilization Board which, as you know, is a Board made up of 
Cabinet members that advises the Director of ODM. He may have 
consulted. 

Senator Kerauver. Any information you can get would certainly 
be greatly welcomed. Did you go through World War II with the 
14-percent reserve ? 

Mr. Kenpatu. I think we entered World War II with something 
better than that because of the low level of the economy at the time. 

Mr. EneuisuH. Something well around 24, 27 percent when we went 
into World War II. 

Senator Kerauver. What was the goal during World War IIL? 

Mr. Eneoutsu. Sir, I don’t know. 

Senator Kerauver. Mr. Wyckoff, you were around then. What was 
the mobilization goal during World War II? 

Mr. Wycxorr. I was not here. I had nothing to do with it in 
World War II. 

Senator Kerauver. Maybe Mr. Kendall knows. 

Mr. Kenpatu. I was here. 

Senator Kerauver. What was the goal? 

Mr. Kenpatt. I was here part of the time, at least. There wasn’t 
a goal that I can remember having to do with expansion of electric 
capacity. Now, I should say I don’t remember one. I was on the 
legal staff of the War Production Board, the agency which, for part 
of the war had responsibility for the issuance of tax amortization 
certificates, which is a parallel with the matter that you are investigat- 
ing today. 

Senator Carroti. Mr. Kendall, during the war period do you re- 
member the total of amortization certificates that were issued ? 

Mr. Kenpauu. It was very small. 

Senator Carroty. About $7 billion, wasn’t it ? 
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Mr. Kenpaut. That is right. The Government built about $24 
billion worth of plants itself and $7 billion of private money was 
used to build similar plants. 

Senator Carrort. During 1950, 1951, and 1952, I think Secretary 
Humphrey says in that period of time we put out about $39 billion 
in tax certificates. : 

Mr. Kennvatu. Certificates covering about $38 billion of private 
investment were issued, that is right. 

Senator Carrot. Yes. 

Senator Keravuver. As far as Mr. Gray’s testimony is concerned, 
the goal had never been above 14 percent until it was raised in this 
meeting in May 1955. 

Mr. Kenpatt. I think that is right. 

Senator Keravuver. That is when they went up to 24 percent. 

I see Mr. Frye back there. Mr. Frye, didn’t you testify before 
the Joint Committee on Defense Production ? 

Mr. Fryve. I believe I did, sir. 

Senator Keravuver. Will youmove up here? You are Mr. Edward 
Frye? 

Mr. Frre. Yes, sir. I am special assistant to the Under Secre- 
tary. 

ae Keravver. To Under Secretary Aandahl? 

Mr. Fryr. No. Hatfield Chilson. 

Senator Keravuver. In the Interior Department ? 

Mr. Fryre. Yes, sir. 

Senator Keravuver. Didn’t you testify before the Joint Committee 
on Defense Production ? 

Mr. Frye. Yes, sir. 

Senator Krerauver. When did you testify on this matter? 

Mr. Frre. If I remember correctly, sir,—I am relying on memory 
only—it was in 1955. 

Senator Kerauver. 1956, wasn’t it? 

Mr. Frye. It could have been. 

Senator Krrauver. I had understood you said that Interior asked 
ODM to make a survey instead of ODM asking Interior. What were 
the facts about that? 

Mr. Frre. I don’t recall stating specifically that Interior asked 
ODM to make a survey, sir. That is a couple of years ago and I am 
not exactly sure what was in the testimony. 

Senator Keravver. Did not Interior object to the raising of this 
goal 3 

Mr. Frve. There is a chain of correspondence—if I may answer 
your question in this way, sir—between Interior and ODM relating 
to the power goal based on various factors, one of which was partial 
mobilization and full mobilization, when the goal should be closed, 
how much time should be given before closing it or reopening it. 

Senator Keravver. Did you set that out in your testimony that you 
referred to? 

Mr. Frye. I don’t recall. 

Senator Keravver. Do you have that correspondence ? 

Mr. Frre. Yes, sir. 

Senator Krravver. Would you, in collaboration with Mr. English, 
furnish it to the committee ? 

Mr. Frye. Yes, sir. 
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Mr. Eneuisu. That is the same thing that you asked for previously ? 

Senator Keravuver. Yes, sir. But specifically, Mr. Frye, did not 
Interior object to increasing the goal at this time ? 

Mr. Frye. If I remember rightly, this chain of correspondence 
took place all during the period when the goal was in a suspended 
state and it related not necessarily to one single goal, but to whether 
the goal should be opened or closed or in conjunction with that, if the 
goal were to be opened, what it should be raised to. 

Senator Kerauver. Was there objection on the part of Interior to 
raising it to 24 percent? 

Mr. Fryer. At the moment I do not recall any correspondence in 
direct relation to that particular figure. 

Senator Keravuver. I know, but you went over this correspondence 
with Mr. Clifford of our staff. Not referring to the correspondence, 
but what you know about the situation, was there objection on the 
part of Interior? 

Mr. Frye. If I recall correctly, Interior did recommend at various 
times that the goal he closed. In specific relation to the 150 million 
kilowatts, which I think you are referring to as the 24 percent, I am 
not sure. 

Senator Kerauver. You wanted it kept at 116, didn’t you? That 
is, Interior did. 

Mr. Frye. If I remember rightly, Interior’s recommendation was 
not necessarily 116. It was that the goal be removed from the sus- 
pended list, placed on the open list, until all the applications which 
had been filed previous to that time had at least been processed one 
way or the other, and then that the goal be closed. 

Senator Krerauver. But they would all be limited by 160 million 
kilowatts? 

Mr. Frre. I don’t recall that point, sir. 

Senator Krravuver. All right. 

Senator CarrorL. I have one question here of Mr. Wyckoff, if he 
doesn’t mind. I put this question before to you about your April 8 
memorandum. This has to do with your recommendation for action 
on that date. 

I think you had previously testified that your recommendation for 


action was not one way or the other, but that somebody take some 
action on it. 


Mr. Wycxorr. Yes. 

Senator Carrott. When you recommended action, you furnished 
information that would either support, that is, approve the granting 
of the certificate, or support disapproval. The report that you gave 
was in the nature of an approval, was it not ? 

Mr. Wycxorr. It was not intended to be in the nature of either 
approval or disapproval. 

Senator Carrouu, In other words, you merely submitted the infor- 
mation that was in the file? 

Mr. Wycxorr. Yes. 

Senator Carrott. And you asked that action be taken? 

Mr. Wycxorr. Yes. 

Senator Carrot. I wanted to clear my own thinking on this. 

Who recommended that you yourself take action at that time? 

Mr. Wrcxorr. I did it on my own initiative. 
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Senator Carron. Nobody discussed the matter with you at all? 

Mr. Wyckorr. No one. 

Senator Carrotz. That is all. 

Senator Keravver. Mr. Wyckoff, in that connection various Sena- 
tors and Congressmen have sent to ODM a letter rotesting the grant- 
ing of these certificates and asking to be heard. That letter had been 
sent over to Interior and the letter was returned to you with a letter 
from Mr. Aandahl saying that they ought to go ahead and issue the 
certificates. There wasn’t any reason to hold them up. Isn’t that 
correct ? 

Mr. Wyckorr. Yes. 

Senator Keravver. I never did understand why you didn’t notify 
these various Senators and Congressmen about this action after they 
had expressed interest, as you notified Ebasco. You knew of their 
interest ¢ 

Mr. Wyrcxorr. Yes. 

Senator Kerauver. Why didn’t you notify them ? 

Mr. Wycxorr. I had no reason for not notifying them, Senator. 

Senator Kerauver. They had written you about it. You had their 
letter. As a matter of fact, they had asked for a hearing before the 
certificates were issued. The letter comes from 6 Senators and about 
5or6 Congressmen. It says: 

We shall appreciate being advised by you regarding public hearings on the 
applications, and we assume that adequate notice will be sent to all interested 
groups as well as to applicant and the Department of the Interior. 

You didn’t think it important to notify them ? 

Mr. Wycxorr. It was overlooked. 

Senator Kerauver. Isee. Allright. Any questions? 

Mr. Cxuumeris. I just wanted to go back to this observation I 
wanted to make a while ago when the witness stated that $787,619,000 
was the loss to the taxpayers. 

That is under section 168. Now, if they had not received it under 
168, they could have taken advantage under 167. Is that right? 

Mr. Rucker. As I understand the law, that is right. 

Mr. Cuumeris. And under Mr. Rainwater’s figures, the difference 
would be approximately 41 percent of that figure. So, 21 percent of 
that figure would be approximately $163,448,000, or a net of $614,- 
875,000, assuming your Spares are correct. 

Mr. Rucker. And assuming that yours are, too. 

Mr. Cuumpris. Assuming that mine are, too; yes. 

I just wanted to make that observation, Mr. Chairman, to show that 
the net loss would not be $787 million, but $614,875,000, assuming—— 

Senator Keravuver. If he had used this liberalized plan. 

Mr. Cuumeprts. Yes. And assuming their method of calculation 
and there are no further offsets against it. 

Senator Carroty. I think that that is a very good point, but I think, 
at the same time, if the staff will look into this, they will find when 
section 167 was before the Congress for passage in 1954, Senator 
Morse, of Oregon, computed that in a period of 17 years, even using 
section 167, there soul be a loss of $19 billion of revenue to the 
Government of the United States and that section 167, of course, pri- 
marily benefits heavy industry with heavy capital investment. 

Of course, that raises the next question that I previously referred 
to, whether or not the Federal Power Commission acted properly in 
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its decision to apply this to the private-power utilities because it is the 
belief of some, and at least a strong dissenting opinion in that case, 
that the Congress never intended to give this tax amortization benefit 
to those utilities because of the fact that they have a fixed regulated 
income by law. 

Senator Kerauver. Mr. Rucker, I think this might be of interest. 
I have here a National Rural Electric Cooperative Association publi- 
cation in early 1957. In table 58 you have electric utilities from the 
beginning of this program through July 1956, in which all of them 
are figured on a 3314-year basis instead of 50 years for hydroelectric 
facilities. 

Mr. Rucker. That is right, Senator. 

Senator Keravuver. So figuring up to July 1956 on the 3314-year 
basis and after July 1956 on the basis that you and Mr. Rainwater 
have used, you do have some total figures. 

Mr. Rucker. I have a copy here, Senator. 

Senator Kerauver. Will you state what they are? 

Mr. Rucker. You want the total figure at the end of table 57 there? 

Senator Kerauver. 58 and 57 seem to be the same thing. 

Mr. Rucker. Eitherone. They arethesame. One is broken down 
by States, and the other by companies. 

Our estimate of total subsidy over the 3314-year period, and making 
no differentiation between hydro projects or steam projects, as you 
pointed out, Senator, the lo arrived at covering this period from 
June 9, 1951, through July 11, 1956, certificates issued in that period, 
was $4,720,398,877. 

Senator Kerauver. Then when you add the remaining time to it, 
what does that bring it up to? 

Mr. Rucker. Well, that would add another $36.6 million, and for 
the remainder of 1956—well, it would probably be some overlap there. 
Let me check. 

Senator Kerauver. Then it would be slightly less than $5 billion, 
is that, correct ? 

Mr. Rucker. Yes. Well, no; it would be more than five. It would 
be slightly more than $5 billion. 

Senator Keravuver. Of benefit to the company ? 

Mr. Rucker. Yes. 

Senator Kerauver. That is figured on a 3314-year basis? 

Mr. Rucker. Well, this table is. Some of the additional—the two 
issues in July and December of 1956 were both steam plants, as I 
recall, and then, of course—— 

Senator Keravuver. All right. Conceivably it would be something 
less if the liberalized formula were used. 

Mr. Rucker. Yes. 

Senator Kerauver. All right. I feel I should put this in the 
record. I am very much concerned, and I am sure the committee 
and the public are too, with the memorandum made by Mr. Wyckoff 
and the discussions with certain people at the White House by Mr. 
Gordon Gray on or about the time he made up his mind to issue the 
certificate, and also this procedure of sending a proposed press release. 

Therefore, on June 4, I wrote as follows to Mr. Howard Pyle, who 
is referred to in the memorandum : 


At a hearing on Tuesday, May 21, 1957, before the Subcommittee on Antitrust 
and Monopoly of the Senate Committee on the Judiciary, Mr. Gordon Gray testi- 
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fied with respect to the granting of rapid tax amortization certificates to the 
Idaho Power Co. Mr. Gray testified that he sent you a couy of a proposed 
press release announcing the granting of the certificate for the purpose of getting 
any comments that you might care to make. 

The subcommittee is interested in knowing what interest you had in this 
proposed press release on the subject and whether it was the usual practice to 
submit releases to you for comment on the granting of tax amortization certifi- 
cates in advance of their release. 

The subcommittee is to conduct a hearing at 10 o’clock Thursday morning, 
June 6, and a statement from you setting forth the information requested in 
the foregoing would be helpful to the subcommittee’s study. I would therefore 
appreciate if you would submit such a statement to me in time for presentation 
to the subcommittee at the hearing. It would be acceptable to the subcommittee 
if instead of submitting a statement you chose to testify in person. 


I received a letter shortly after from Mr. Pyle dated June 5: 

Responding to your inquiry of June 4, may I respectfully submit the fol- 
lowing : 

As White House Assistant responsible for liaison with State and local govern- 
ments, it is general practice to keep my office advised of decisions that might in 
any way relate to this field. The press release announcing the granting of rapid 
tax amortization certificates to the Idaho Power Commission was regarded as 
such an item of information and was therefore as an interoffice courtesy brought 
to my attention in advance of its release. 

Any comment I might have been expected to make at the time would have been 
concerned only with the quality of the revised press release from the stand- 
point of intergovernmental relations. 

Signed, 
Howarp PYLE, 
Deputy Assistant to the President. 

I want to add that I don’t think this letter is responsive to the letter 
that I have written. Further, I don’t see where the matter about the 
Idaho Power Co. has anything to do with State and local govern- 
ments. This is an important matter and a large amount of money in- 
volved. I think the committee would like to know any details and any 
information as to the discussions and as to particularly why this 
proposed press release was sent over to Mr. Pyle, which Mr. Gray said 
was the only time that that had been done. 

I hope that Mr. Pyle will give us further information and that he 
might be willing to come up and testify before the committee in con- 
nection with it. 

I want to thank you, Mr. Rainwater, and others of the Federal 
Power Commission for your cooperation in coming up. We appre- 
ciate the cooperation of all of you gentlemen. 

_ Senator Carrotzi. Mr. Chairman, may I ask Mr. Rainwater a ques- 
tion or two about this? I want to commend the chairman for bring- 
ing to light this section 167. There hasn’t been much discussion of 
this in the record or any place else I know in the public press or else- 
where. I want to ask Mr. Rainwater this question. 

What would be the proper traditional regulatory method of han- 
dling tax reductions on savings which are permitted under section 167 
or 168? 

Mr. Rarnwater. I think that would be a very difficult question to 
answer because this is a new provision that has just been put in the 
tax code so far as 167, and I don’t believe we have had to cope with 
that, that is, the regulatory bodies have not had to cope with that in 
years past. 

_ Senator Carrorty. Mr. Chairman, I think it is very significant. It 
just came to my attention here. For example, under 167, even assum- 
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ing we take the sum of $24 million, now, we have a ruling by the 
Federal Power Commission that the tax saving cannot be given to 
dividends. It cannot be applied to the tax rate. So, therefore, we 
find it going into capital investment, and I am wondering now how 
they are going to use the $24 million, assuming those are the figures 
that go into the tax rate. Will the consumer get the benefit or is this 
another windfall to build the capital investment ? 

Mr. Rarnwater. I believe the $24 million is the figure I computed 
from the standpoint of the Government. 

Senator Carroty. On 167. 

Mr. Rarnwater. Under 167. But from the standpoint of the com- 
pany the figure which I computed I believe on that was a different 
amount. In other words, that is comparable with the $339 million 
and that is the larger figure. 

Senator Carroty. Yes. You are right. You have corrected me. 
The $24 million is a loss to the Government. The benefit to the com- 
pany runs somewhere around 

Mr. Cuumprts. $329 million. 

Senator Carrott. No. Not on 167. 

Mr. Cuumpris. $85 million. 

Senator Keravuver. I believe that is right. 

Mr. Rarnwarter. $85 million. That is correct. 

Senator Krravuver. That is a very important question. Can you 
throw any light on it, Mr. Rainwater? Is this going to be available 
to the consumer or is it just another windfall for the companies? 

Mr. Ratnwarter. Well, I can only say that so far as the State regu- 
latory bodies which have jurisdiction over the retail rates—and, of 
course, that would be mainly State commissions such as Idaho in the 
caes of Idaho Power Co. I believe they also operate in Montana. 

Senator Krerauver. Oregon. 

Mr. Rarnwater. And Oregon and Nevada. So, those would be 
questions for those State commissions as to whether they would allow 
this, and to my knowledge there has been no decision made by any of 
these commissions as to whether they would or would not allow these 
rates. I haven’t seen any notice of any rate case where they have 
specifically passed on this question up to now. 

Senator Carrouy. I am sure the general public has had very little 
information about 167 until this hearing, and that is why I commend 
the chairman for bringing out this very important point. 

Senator Krerauver. Can you say whether the FPC has passed on 
it one way or the other? 

Mr. Ratnwarer. The FPC has passed on it as a matter of policy 
in the so-called Amere case, that they would follow this equalizing 

rocess and they felt they could not deprive the company of this benefit 
cause they felt that they were carrying out the will of Congress in 
enacting section 167 and that they were—— 

Senator Keravver. In other words, it would go into the capital 
structure and would not be passed on to the consumer according to 
the ruling of the FPC. Is that correct? . 

Mr. Rartnwater. That is right; yes, sir. 

Senator Keravver. But don’t most of the States usually follow the 
precedents established by the Federal Power Commission ? 
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Mr. Rarywater. Well, they might follow some of them but I 
wouldn’t certainly want to say that the States always follow our prece- 
dents. Sometimes they do and sometimes they don’t. 

Senator Carrotu. May I nail this down, Mr. Chairman? See if I 
understand this. We know now that on the fast tax writeoff in 5 years 
the consumer gets no benefit. Are you now saying that in this recent 
case again there is a decision by the Federal Power Commission that 
this will not go into the rate structure? 

Mr. Rarnwater. The Federal Power Commission held in the Amere 
decision that they could see no appreciable difference between section 
167 and section 168 in the treatment that should be given to con- 
sumers, that in both cases they felt that they were carrying out the 
congressional intent by equalizing this over the light of the properties 
which would have the effect, of course, of giving the company the 
benefits of it. 

Senator Carroty. Then I think we have, therefore, Mr. Chairman, 
in the record, the very vigorous consent of Commissioner Cannole 
based on this very ground that Congress never intended to give to the 
private power utilities for the very reason that their profits are 
regulated. 

Senator Keravuver. I think this isa very important matter for Con- 
gress to consider because I am certain, as Senator Carroll has said, that 
there is not a general understanding that the liberalized program in 
167 is being used as a gift to the utilities, or that it was intended by 
Congress to be that. 

Anything else? 

Mr. Cuumpris. I was just wondering, Mr. Chairman. I am not an 
expert on income-tax law and I wish I were at this time. I was just 
wondering on this question that every time we consider a depreciation, 
and you consider that depreciation and you naturally pay less tax— 
the higher your depreciation, the less income tax you pay—if we take 
that and compound the interest and spread it over a period of years, 
that would apply to every individual in the United States. If I 
owned an apartment house and I got a depreciation, I take that depre- 
ciation and I pay less tax, and if we turn around and say I am cheat- 
ing—not cheating the Government, but the Government is losing in- 
come tax over a 50-year period with my apartment, that would apply 
to every one of the 170 million people in the United States who take 
advantage of the depreciation. 

: ‘one: Carroiu. It is a question of how fast you get it. That is 
all. 

Mr. Cuumeris. But the 167 is not supposed to be a fast writeoff. 
The 167, instead of saying if you got it for 50 years and it is $50,000 
instead of taking $1,000 a year for 50 years, you sort of downgrade it, 
is that right? 

Mr. Ratnwater. Yes. There is one point I would like to point out, 
that the difference, though, in your ratemaking process so far as 
ordinary depreciation, the depreciation that is taken even this, it may 
be reinvested in plants, the regulatory commissions in the past have 
treated that as a deduction from the rate base so that that depreciation 
is not allowed in rates. 

Mr. Cuumpris. How well I know that because when I was assistant 
attorney general of New Mexico, we were fighting the telephone com- 
panies out in the Midwest and there was quite a hassle about depreci- 
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ation and the production of your plant, whether it is new or under 
the old basis. I understand that particular point. 

But what I am trying to bring out here is that we don’t get this 
depreciation matter out of focus as to every time somebody takes ad- 
vantage of depreciation, the Government is losing money and you are 
going to compound it over the life of the particular property that is 
being depreciated. That would apply to every individual who takes 
advantage of the depreciation in this country. 

Senator Kerauver. Of course, the difference is that in the case of the 
man who has the apartment house, he is not given any guaranteed rate 
of income. 

Mr. Cuumpris. Sometimes he makes a better rate of return on in- 
vestment than the corporation does. 

Senator Kerauver. Anyway, the law of supply and demand usually 
works as to apartment houses, on ordinary investments, but in the 
case of electric utilities which are natural monopolies, where the law 
of supply and demand and competition can’t work the same as it 
does in the case of the apartment house, the Federal Power Commis- 
sion and others provide a guaranteed rate of income so that this is 
certainly a greater benefit to them than it is to industries where com- 
petition fixes the income that a concern will make in the business it 
engages in. 

In any event, this is certainly a matter to be seriously considered, 
and I am sure it will be, by Senator Byrd and members of the Finance 
Committee and the Ways and Means Committee when it comes up in 
the Congress. 

I have a letter from Mr. Frank Thompson, a Member of Congress 
from New Jersey, asking that an excerpt that he put in the Congres- 
sional Record be made a part of our hearing. This letter and the ex- 
cerpt will be printed in the appendix. 

(The document referred to may be found in the Appendix on p. 
1085.) 

Senator Kerauver. There is one point that is important in the 
hearings this morning which has been brought out amply but I 
think it should be restated. Without the change from partial to full 
mobilization, without the change in the goal from 114 million to 150 
million or from 14 percent to 24 percent above capacity, the applica- 
tions for tax certificates pending by Idaho Power Co. and these other 
90 electric utilities which have been granted since that time could 
not have been favorably acted upon. The change made as a result 
of these conferences enabled them to receive favorable consideration. 
Is that right, Mr. Kendall? 

Mr. Kenpatu. That is right. They could not have been considered 
if the goal had not been opened again. 

Senator Keravuver. All right. We are all in agreement on that. 

Our next meeting will be in this same room at 10 o’clock next 
Tuesday, at which time we expect Mr. Roach and others of the Idaho 
Power Co. to be present to testify. 

The meeting will stand in recess until then. 

(Whereupon, at 1:10 p. m., the subcommittee adjourned, to recofi- 
vene Tuesday, June 11, 1957, at 10 a. m.) 
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TUESDAY, JUNE 11, 1957 


Untrep States SENATE, 
SuscoMMITTrEE on ANTITRUST AND Monopoty, 
OF THE COMMITTEE ON THE .J UDICIARY, 
Washington, D. C. 

The subcommittee met, pursuant to call, at 10 a. m., in room 457, 
Senate Office Building, Senator Estes Kefauver presiding. 

Present: Senators Kefauver (chairman) and Wiley. 

Also present : Senators Carroll, Church, and Dworshak, Paul Rand 
Dixon, counsel and staff director; Dr. John M. Blair, chief economist ; 
Peter Chumbris, counsel for minority; George Clifford and Philip 
Layton, attorneys; and Ray Cole, investigator. 

enator Keravuver. May I make a brief announcement ? 

We appreciate your cooperation in being here at 10 o’clock to get 
started. However, Senator Wiley and I have just been advised that 
we have a live quorum, which means that we have to be on the floor. 
There will be a short recess. 

(Recess, 10 : 05-10: 30.) 

Senator Krerauver. The committee will come to order. 

The first matter we will take up briefly this morning is to try to 
clarify when Mr. McDonald, of Ebasco Services, Inc., of Washington, 
called Mr. Kimball, of the Idaho Power Co., in Idaho. It will be 
remembered Mr. Wyckoff first testified that he called Mr. McDonald 
on the 17th, or possibly the 16th, to tell him he had something for him 
and to come over to the office of ODM. 

Mr. McDonald, when he testified, said he thought that it was on 
the morning of the 18th that Mr. Wyckoff called him and that after 

etting the call—whenever it was that he got the call from Mr. 

’yckoff— he immediately called Mr. Kimball in Idaho to tell him of 
the message he had had from Mr. Wyckoff and that he had told Mr. 
Kimball he thought there would be two certificates. 

We asked the office of Ebasco to check their telephone calls and also 
subpenaed the Chesapeake & Potomac Telephone Co. to produce its 
records between April 8 through April 20 emanating from Ebasco 
Services, Inc., or Walter B. Coulen, at his home address, or at Ebasco; 
C. R. McDonald, at his home address and at Ebasco, and Reid and 
Priest, who are the lawyers for Ebasco. 

Mr. Colburn is here to testify on the telephone calls. 
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STATEMENT OF LAWRENCE COLBURN, COMMERCIAL REPRESENTA- 
TIVE, CHESAPEAKE & POTOMAC TELEPHONE C0. 


Senator Kerauver. Mr. Colburn, what is your position with the 
Chesapeake & Potomac Telephone Co. ? 

Mr. Coreurn. I am commercial representative. 

Senator Keravuver. Have you, in response to this subpena, brought 
the records of any calls from any of those 4 people or firms to Mr. 
Kimball of Idaho Power Co.? 

Mr. Cotzurn. Yes, I have. 

Senator Kerauver. Mr. Kimball and the Idaho Power Co. have 
offices in Boise, I believe. 

Mr. Cotpurn. Yes. We have a record of two calls. 

Senator Kerauver. You have gone through your records, and you 
have two calls? 

Mr. Corzurn. That is correct. 

Senator Kerauver. Whom are they from and whom are they to and 
what are the dates? 

Mr. Cotsurn. The first is April 16, 1957. 

Senator Keravuver. Give us the time. 

Mr. Cotpurn. That would be at 5: 05 p.m. 

Senator Kerauver. Who is the call from? 

Mr. Cotsurn. It was from Republic 7-3240. The person was Mc- 
Donald. 

Senator Keravver. How is Republic 7-3240 listed ? 

Mr. Cotzurn. That is listed, I think, as Ebasco Services, Inc. 

Senator Kerauver. That is from McDonald to whom? 

Mr. Cortsurn. To John Kimball, Boise 42511. 

a eg Keravver. That is on the afternoon of April 16, about 5:05 

.m. 
- Mr. Cotsurn. That is correct. 

Senator Kerauver. How long a conversation was that ? 

Mr. Corsurn. It was a 6-minute conversation. 

Senator Kerauver. Did you have any others on the 16th? 

Mr. Cotzurn. None on the 16th to Boise. 

Senator Kerauver. The next day is the 17th. Do you have any on 
the 17th? 

Mr. Cotrurn. None on the 17th. 

Senator Kerauver. When is the next one you have? 

Mr. Cotsurn. April 18. 

Senator Kerauver. Whom is that from and whom is it to? 

Mr. Cotsurn. That is from Cosdon, Republic 7-3240. 

Senator Keravuver. That is the same number of Ebasco Services, 
Inc. ? 

Mr. Corsurn. That is correct. That is to Boise 42511, and the per- 
son called was J.T. Kimball. Cosdon made the call. 

Senator Keracver. What is the date of that call? 

Mr. Cotsurn. That is April 18. 

Senator Keravuver. And the hour? 

Mr. Corpurn. 12:35 a.m. 

Mr. Keravver. 12:35 a.m.? 

Mr. Cotpurn. Yes; excuse me; 11:35 a.m. 

Senator Kreravver. That is April 18? 

Mr. Cotpurn. That is April 18. 
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Senator Kreravuver. What is the length of the telephone call? 

Mr. Cotzsurn. Eight minutes. 

Senator Kerauver. You had no other calls on the 18th? 

Mr. Cotsurn. No, sir. 

Senator Keravver. The 19th? 

Mr. Corzurn. Nor the 19th or 20th. 

Senator Keravver. Those are the only two you have in that period? 

Mr. Cotsurn. That is correct, from those numbers. 

Senator Keravuver. To Boise; is that correct ? 

Mr. Cotsurn. That is correct. 

Senator Keravuver. Any questions? 

Senator Witxy. Where did they originate? What is the name of 
the town they originated from ? 

Mr. Cotzurn. This is from Washington, D.C. Both calls are from 
Washington, D. C. 

Senator Witxy. To Boise? 

Mr. Corzurn. To Boise. 

Senator Kerauver. Thank you very much, Mr. Colburn. 

Mr. Porn. Senator, would I be out of order if I asked one question ? 

Senator Keravuver. No, Mr. Poth. 

Mr. Poth is associated with Reid and Priest, attorneys for Ebasco. 
Is that correct ? 

Mr. Porn. That is right. 

Senator Keravver. All right, sir. 

Mr. Porn. Sir, I couldn’t hear the dates, the period of time that 
the witness was asked to identify as to telephone calls. Was that just 
the 15th and 16th ? 

Mr. Dixon. Between April 8 through April 20, 1957. 

Mr. Porn. The reason I was curious was, as I told Mr. Dixon before 
the proceeding began this morning, I have handed hiin this same 
ticket, Senator, as to this April 16 call. 

Mr. Drxon. You handed it to me this morning after we had sub- 
penaed the telephone company’s records and as a result of my request 
of yesterday morning to go back that far. 

Mr. Porn. That is correct. I handed that to Mr. Dixon when he 
first came in the room. As to the telephone company subpena, that, 
of course, I knew nothing about. 

Senator Kerauver. You do find that is correct on the subpena? 

Mr. Porn. Yes; I only wanted to make one point. I found from 
the preliminary inquiry we have gotten so far that there were three 
other telephone calls between Washington and Boise on April 11 and 
12. I just wanted the record complete during that period. That was 
my only purpose in mentioning it at this time. 

Senator Keravuver. Will you tell us who they were from and to 
whom ? 

Mr. Porn. According to my notes—this is merely relayed from 
New York—on April 11 Mr. Cosdon called Mr. Kimball at Boise 
49511. 

Senator Keravver. Is that the number of Idaho Power? 

Mr. Porn. I think that is the office number, Senator. I am not 
sure. 

Senator Keravver. All right, April 11 Cosdon called Kimball. 
What time? 
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Mr. Porn. 5:25 p. m. On April 12 Cosdon to Mr. Kimball at 
Boise 39440—— 

Senator Keravver. Is that his home? 

Mr. Porn. It is a different number, Senator. I don’t know whether 
it is or not. 

Mr. Kimball is here. 

Senator Keravver. Is that your home, Mr. Kimball? 

Mr. Kuwpaty. Yes; 39440. 

Senator Keravver. That is Cosdon to Kimball at his home. What 
time is that? 

Mr. Porn. 9:15a.m. These are all Washington times. 

Senator Kerauver. That would be 6: 15 a. m. there? 

Mr. Porn. I am not sure, Senator. I think there are just 2 hours 
difference or there was at that time. 

Senator Keravuver. In any case, that is very early. 

Mr. Porn. Also April 12, Mr. Cosdon to Mr. Kimball, at the same 
Boise number, Boise 39440. 

Senator Kerauver. What time was that? 

Mr. Porn. 9:55 a. m. 

Senator Keravver. A. m.? 

Mr. Porn. These, Senator, of course, are subject to check when 
the final transcript being made in Mr. Cosdon’s office is available this 
morning. I assume it will be available within a very short time. 

Senator Kerauver. How long was the first call on April 12? How 
long a conversation did they have? 

Mr. Porn. Twenty-two minutes. 

Senator Keravuver. The first call was 22 minutes? 

Mr. Porn. Yes, sir. 

Senator Kerauver. How long was the second call? 

Mr. Porn. Eleven minutes, 

Senator Kreravuver. Mr. Colburn, do you have those records? 

Mr. Cotsurn. It depends on what number he called from. 

Senator Keravver. Do you have the numbers Mr. Cosdon called 
from on those calls? 

Mr. Porn. No, Senator, I don’t. I assume that these were Ebasco’s 
ree charge tickets—the same kind that Mr. Dixon has the photo- 
stats of. 

Senator Keravuver. Mr. Cosdon lives in Virginia. He could have 
called from his home in Virginia, which wouldn’t be handled by the 
Chesapeake & Potomac Telephone Co. It would be another company. 

Mr. Porn. Idon’tknow. Mr. Cosdonishere. I would assume that 
we wouldn’t have charge tickets unless he called from the office. I 
think that is the usual system. 

Senator Keravuver. One call was 5:25 p.m. on April 11? 

Mr. Porn. That is right. 

Senator Keravuver. How long was that conversation ? 

Mr. Poru. Twelve minutes, according to these notes. 

Senator Kreravuver. The next cal] is April 12, and that was at 9:15? 

Mr. Porn. That was 22 minutes. 

Senator Kerauver. April 12, 9:15, 22 minutes. 

Mr. Porn. And the third one was April 12, 9:55 and that was 11 
minutes. 

Senator Kerauver. Is Mr. McDonald or Mr. Cosdon here? 

Mr. Porn. Mr. Cosdon is here; yes, sir. 
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STATEMENT OF WALTER B. COSDON, MANAGER, EBASCO SERVICES, 


INC., ACCOMPANIED BY C. R. McDONALD AND HARRY A. POTH, 
JR.—resumed 


Senator Kerauver. Mr. Cosdon, were these 3 calls on April 11 and 
12 made from your home? 

Mr. Cospon. Senator, as I understand it, there were two calls, ac- 
cording to the record. 

Senator Kerauver. One on April 11 and two on April 12? 

Mr. Cospon. To the best of my recollection, Senator, they were made 
from the office. Our office is normally open until 5: 30. 

Senator Kerauver. You don’t remember specifically whether they 
were at the office of whether they were from your home! 

Mr. Cospon. Senator 

Senator Witey. You are generally up at that time, aren’t you, and 
down to work, at 9:15 and 9:55? 

Mr. Cospon. There is no question about those being at the office. As 
far as the call at 5:25 p. m., on April 11, I am practically positive, 
Senator, that was made from the office. 

Senator Kerauver. Mr. Colburn, you have examined your records 
on April 11 and 12? 

Mr. Corsurn. I have, sir. 

Senator Kerauver. You find no calls from Ebasco Services here in 
Washington, on that telephone number? What is that telephone 
number ¢ 

Mr. Cotsurn. Republic 7-3240. 

Senator Kerauver. You find no record of a call from Republic 
77-3240 on the 1ith and 12th? 

Mr. Cotsurn. That is correct. 

Senator Kerauver. No charge calls? 

Mr. Cotsurn. No charge calls. 

Senator Kerauver. Mr. Cosdon, is it possible you have another 
telephone with another number in your office down here ? 

Mr. Cospon. No, sir, we only operate under Republic 7-3240 and in 
combination up to Republic 7-3243, 

Senator Kerauver. What is that other number ? 

Mr. Cospon. It is Republic 7-3240-41, 42 and 43 and Senator, I am 
just not sure whether we have the 4 numbers in sequence or not. 

Then in order to be completely factual about this, Senator, we 
do have two numbers that we use in our office for outgoing calls only. 
We tried to get additional numbers in sequence but we couldn’t do 
that. So we picked up two odd numbers so our first outgoing calls 
are made on them, but we never receive any calls, except we occasion- 
ally get a stray call coming in. 

Senator Kerauver. You mean you have another number to which 
they could be charged for outgoing calls? 

Sit down, Mr. Cosdon, and see if we can get this straight. 

Mr. Cospon. Yes, sir. 

Senator Kerauver. Mr McDonald, you can come around here, too. 

The Ebasco number is Republic 7-4340, 41, 42, 43 and you are not 
sure whether there is a fourth ? 

Mr. Cospon. Senator, I believe you have the wrong sequence there. 


I understood you to say just now Republic 7-4320; it is Republic 
7-3240. 
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Senator Krerauver. Now, then, that is one set of numbers you have. 
Do you have another number to which you charge outgoing calls? 

Mr. Cospon. We never charge outgoing calls on them. We do have 
two trunks that I can get the numbers for you on, but no calls are ever 
charged by us for any calls that are placed on those two trunks. 

Senator Keravuver. What are the numbers of those two trunks? 

Mr. Cospon. Those two odd trunks that we have, Senator, are Re- 
public 7-0209 and Republic 7-5680. 

Senator Kerauver. Those are telephones of Ebasco Services in 
Washington ? 

Mr. Cospon. Yes, sir. 

Senator Kreravver. Don’t you make phone calls from home some- 
times ? 

Mr. Cospon. Yes, sir. 

Senator Kerauver. What is your number at home? 

Mr. Cospon. Jackson 8-9006. 

Senator Kerauver. You live in Alexandria? 

Mr. Cospon. Arlington. 

Senator Kerauver. That was Jackson what ? 

Mr. Cospon. 8-9006. 

Senator Kerauver. What is the telephone exchange out there and 
the name of the company ? 

Mr. Cospvon. That C.& P. Jackson is the exchange. 

Senator Kreravuver. I know. Is that a different office, the Virginia 
office ? 

Mr. Cotsurn. Yes, it is. 

Senator Keravuver. Mr. Colburn, you say they would be billed out of 
a different office ? 

Mr. Cortzgurn. Yes, sir, they would. 

Senator Keravver. Where is that office ? 

Mr. Cotsurn. It would be the Arlington office. 

Senator Keravver. Is that the only phone you have at home? 

Mr. Cospon. Yes, sir. 

Senator Kreravuver. Jackson 8-9006? 

Mr. Cospon. Right. 

Senator Kerauver. You don’t have a number listed in your name at 
Ebasco Services ¢ 

Mr. Cospon. Senator, under our office listing we show Ebasco Serv- 
ices as Republic 7-3240 and just immediately beneath that we also list 
my name and Republic 7-3240. 

Senator Keravver. Is that the same way with you, Mr. McDonald? 

Mr. McDona.p. No, sir. My name is not listed in the Ebasco Serv- 
ices listing in the telephone book. 

Senator Keravuver. Where do you live? 

Mr. McDona.p. 651 Jefferson Street, NW., Washington, D. C. 

Senator Kerauver. What is your home number ? 

Mr. McDonap. Lawrence 6-8760. 

Senator Kerauver. 6-8760? 

Mr. McDonaup. Yes, sir. Now that is a recent change. The tele- 
phone company gave us a new exchange there. I don’t know when, 
but my former number was Tuckerman 2-1320. 

Senator Krrauver. Mr. McDonald, do you have a number Metro- 
politan 8-5003 at 1526 I Street ? 
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Mr. McDonatp. I don’t know, Senator Kefauver. It isn’t familiar 
to me at all. I don’t know, sir. 

Senator Kerauver. Apparently we have a record that there was a 
telephone call to you or made by you from Metropolitan 8-5003. 
- r. McDonap. Metropolitan 8-5003? Where was the call made to, 
sir ? 

Senator Keravuver. It seems to be one made to Paul Rinehold in 
Jacksonville, Fla. 

Mr. McDonatp. There must be some mistake, sir. I don’t know a 
gentleman by that name. 

Senator Keravuver. Is that a pay station? 

Mr. McDonatp. Not that I know of, sir. I don’t know what that 
number is, 


Senator Keravuver. Will you ascertain if that is a pay station, Mr. 
Colburn ¢ 

Mr. Corzurn. I couldn’t tell you right now, Senator. I will be 
able to find out, sir. 

Senator Krerauver. Do pay stations have Metropolitan numbers? 

Mr. Cotzurn. I am not positive, Senator. 

Senator Keravuver. Find out what number that is and whether it is 


& pay station, where it is located and furnish the information to the - 
committee. 


Mr. Corsurn. Yes, sir. 

Senator Krrauver. Mr. McDonald, having been refreshed by the 
records that have been produced here, do you want to explain when 
you received a call from Mr. Wyckoff to the effect that he had some 
information for you that you thought might be a tax certificate ? 

Mr. McDona.p. Senator Kefauver, the fact remains in my mind, to 
the best of my recollection, that I heard from Mr. Wyckoff on the 
morning of the 18th, regardless of telephone records. I called Boise, 
Idaho, or maybe Mr. Cosdon and I together called Boise, Idaho, the 
morning of the 18th, or shortly after 9 o’clock. We called again that 
morning. That is all I can tell you on that point, sir. It is the 
truth, as far as I can recollect, and, as I said the other day, it is a 
firm recollection. I think there is a mistake on the telephone records. 
I know mistakes have happened before. I can cite on my own per- 
sonal information a series of mistakes that were made where our 
personal long-distance calls were billed to other phones and eventually 
it became cleared up. If you would like me to go into that, I would 
be glad to do it, sir. 

Senator Kerauver. You have no memorandum or no notes made 
at the time you called Mr. Kimball first, whether it is the morning 
of the 18th or the morning of the 16th; do you? 

Mr. McDonatp. No, sir; I have not. 

Senator Kerauver. The bill that you have, that the Ebasco offices 
received, shows the call to be on the 16th of April at 5:05 and that is 
the same bill that you got in your office? 

Mr. McDonatp. Yes, sir, we have a record of that call in our office. 

Senator Keravuver. When you make a call at your office, you make 
a record yourself, don’t you? 

Mr. McDonatp. I do not. Our telephone operator is supposed 
to; yes, sir. 

Senator Krrauver. Your telephone operator’s record has a record 
of a call on the 16th and only 1 call on the 18th? 
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Mr. McDonap. That is correct. 

Senator Kreravuver. That is the same as the telephone company ¢ 

Mr. McDonaxp. That is right, sir. 

Senator Keravuver. The only call that she made a record in your 
office was a call at 5: 05 on April 16; is that correct # 

Mr. McDonatp. That is right. I hate to strain your belief, but—— 

Senator Kmravver. Just a minute. Let me see what record your 
own telephone operator made. She made a record of a call at 5: 05 on 
April 16. She made a record of only one call on the 18th and that 
was at 11:35 a. m., which is exactly the same as the telephone com- 
ee record ; is that correct ? 

r. McDonatp. That is right, sir. 

Mr. Cospon. Senator, may I say this, that in operating an office 
such as ours, it is not unusual to have a ticket not made out at the 
time that the telephone call is placed. That is not the normal pro- 
cedure, but that sometimes happens. The telephone operator upon 
receiving the bill and noticing thereon certain charges for which she 
has no ticket will make those tickets up at that time. 

Now in this particular case the telephone company did not have a 

charge that would serve to remind her that she had failed to make a 
. ticket. 
Senator Kerauver. Mr. Cosdon and Mr. McDonald, the documen- 
—_ evidence here, both by the record made by your own telephone 
girl and the record by the telephone company, which is written down 
at the time the call was made and is the way they get their money, 
certainly speaks for itself. In the absence of any note documented by 
or made by Mr. McDonald, the record must show that the call was 
made on April 16 at 5:05 and the next call was made April 18 at 
11: 35. 

Mr. Porn. Senator, I now have photostats of the calls that came 
from New York for the period between April 10 and 18 and these, of 
course, correspond to the dates of the tickets in the Washington office 
and this would be April 11 and 12. These 2 dates, Senator, show the 3 
calls by Mr. Cosdon to Mr. Kimball—1 on the 11th and 2 on the 12th, 
which I mentioned earlier from the memorandum I had in my hand. 
I will give these photostats to Mr. Dixon. I have two copies. 

You will note, Senator, I have had them marked “duplicate” because 
they were taken down from the records in New York on the ticket 
charge forms. There is no question as to whether they are the origi- 
nalsornot. They are marked this way for the photostats. 

Senator Keravuver. Mr. Poth, as I understand it, the bill is sent here 
and then forwarded to New York for payment. Is that the way it is? 

Mr. Porn. I believe so, Senator. It so happens the telephone bill 
is around the 15th, or thereabout, of the month. The Ebasco Wash- 
ington office had the bill and charge tickets for the period of April 15, 
and so forth, but New York had been sent the bill for the month, for 
30 days prior to that, together with the charge tickets to back it up 
which were made by the local Ebasco operator. 

Senator Krrauver. Does the telephone company send the bill di- 
rectly to New York or the local office ? 

Mr. Cospon. No, sir. We get the bill sent to us for checking and 
then forward it to New York when we are satisfied with the charges. 

Senator Keravver. Then it is paid out of New York ? 

Mr. Cospon. Yes, sir. 
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Senator Kerauver. All right. This will be made as an exhibit-for 
the files of the subcommittee. 

Senator Kerauver. Mr. McDonald, what are your initials? 

Mr. McDonaxp. C. R. 

Senator Keravver. Do you know a Harry A. McDonald, suite 404, 
1625 I Street, NW. ? 

Mr. McDonatp. Yes. He has an office on the fourth floor in the 
same building we occupy, sir. 

Senator Kerauver. Has he any connection with Ebasco ? 

Mr. McDonaxp. No, sir. 

Senator Krerauver. What does he do? 

Mr. McDonaxp. I don’t know whether he is a lawyer, sir, or what. 
His name is on the door facing the elevator on the fourth floor. 

Mr. Cospon. Senator, I might be able to help you there. He is 
former chairman of the SEC and, also, I believe, formerly he was 
head of RFC at one time. 

Senator Kerauver. Mr. Colburn was asked to bring any phone calls 
from Mr. McDonald at 1625 I Street. Among the calls he brought 
was one by Harry A. McDonald, which is apparently not connected 
with this matter and that is the Metropolitan 8-5003 number. Is that 
right, Mr. Colburn ? 

Mr. Cotsurn. That is correct, sir. 

Senator Keravuver. Mr. Colburn, tell us how your charts are made 
out. i they made out by the operator and put in the office at the 
time ¢ 

Mr. CoLBurN. They are made by the operator at the time the calls 
are placed. 

Senator Keravuver. Is that the original ? 

Mr. Cotpurn. These are the original tickets. 

Senator Keravuver. After being made at the end of each day, what 
is done with them? 

Mr. Cotpurn. They are placed in a file, and sent downtown and 
there they are sorted according to the telephone numbers in prepara- 
tion for billing. 

Senator Keravuver. They are then sent downtown and tabulated 
downtown ? 

Mr. Cotzurn. That is correct. 

Senator Keravuver. Then a record is made downtown; is that right? 

_Mr. Cotsurn. The record would be downtown at 930 H Street, yes, 
sir. 
Senator Kerauver. Are your records such that they give the exact 
time of day and the date? 

Mr. Cotpurn. That is correct. 

Senator Krerauver. Mr. Cosdon, who is Mr. Thomas Fletcher ? 

Mr. Cospon. Senator, he is an attorney and is retained by United 
Gas Pipeline Co. that maintains an office in Houston, Tex. We repre- 
sent, among other clients, United Gas Pipeline. 

Senator Kreravuver. United Gas Pipeline has its principal office in 
Houston, Tex. ? 

Mr. Cospon. No, sir. Mr. Fletcher’s office is in Houston. As I 
recall, United Gas Pipeline’s principal office is at Shreveport, La. 

Senator Kerauver. You called Mr. Tony Seal on April 12. Is he 
one of your Ebasco men ? 

Mr. Gosnde. Senator, Mr. Seal is a vice president of Ebasco. 
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Senator Kreravuver. Would that have any reference to the Idaho 
Power Co. ? 

Mr. Cospon. None that I can recall, sir, because Mr. Seal, to the 
best of my knowledge, was not involved in this particular matter. 

Senator, I might indicate on the charge ticket the telephone call to 
Mr. Seal was charged in connection with an Arkansas matter. 

Senator Keravuver. You make calls charged to a credit card? 

Mr. Cospon. Yes, sir. 

Senator Keravuver. What is the number of your credit card? 

Mr. Cospon. My 1957 credit card number is 7-347-4964. 

Senator Keravuver. Where is that charged to? 

Mr. Cospon. Any calls made under my credit card would be charged 
automatically to Republic 7-3240, Senator. 

Senator Kerauver. The Ebasco office here in Washington? 

Mr. Cospon. Yes, sir. 

Senator Keravver. Is the same thing true of Mr. McDonald? 

Mr. McDonatp. I have a credit card, sir. I use it so rarely I have 
not put my 1957 card in my wallet, but 1 do have my 1956 credit card 
and I could give you the number on that. 

Senator Kerauver. Have you used your 1957 card? 

Mr. McDona.p. No, sir. 

Senator Keravuver. Give us the number anyway. We are not inter- 
ested in the 1956 card. 

Mr. McDonatp. The only number I can give you now is the 1956 
card, sir. 

Senator Kerauver. We are not interested in that. 

Of course, the significant fact now in my mind, and firmly estab- 
lished, is that the original call was made April 16. By the exhibit 
put into the record, less than a thousand shares of Idaho stock were 
sold on the 16th, whereas on the 17th sales rose to about 4,400, and 
the 99 was, of course, the date the amortization certificate was 
signed. 

Mr. Porn. Senator, could I make an observation at this point ? 

Senator Keravuver. All right, sir. 

Mr. Porn. Again just trying to complete the record, I think the 
record also shows there were calls made by the Ebasco Co. or the 
Ebasco Washington office on the 11th and 12th of April and there 
is no evidence of any fluctuation in the bars I see on this exhibit. 
Has this been marked for identification ? 

Senator Kerauver. It is in the record. It is the transaction in 
common stock. 

Mr. Porn. I thought perhaps it had a number. 

The prior surge in the volume of trading apparently took place on 
the 9th, and there were calls prior to the April 16 call. That was the 
only point I was trying to make. 

Senator Kerauver. Mr. Gray made up his mind on the 10th, ap- 
parently, or about the 10th. 

Now, Mr. Cosdon, you have been told by your counsel about these 
calls on the 11th and 12th—1 on the 11th and 2 on the 12th. While 
you are here, will you tell us what those calls were about ? 

Mr. Cospon. Senator, it is rather difficult, of course, to be com- 
pletely factual as to everything that was talked about on those par- 
ticular days. I don’t recall that at this time. 
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Senator Kerauver. The chronology is here. The Byrd bill was 
filed April 4 and Mr, McDonald, in his own handwriting, immedi- 
ately thereafter wrote you a note saying if the Byrd bill was passed 
before this certificate was issued, you would be out. On the 8th, 
Mr. Wyckoff passed on to Mr. Gray a memorandum recommending 
the issuance of a certificate, so you were all busy trying to get the 
certificate issued. 

On the 9th or 10th, Mr. Gray made up his mind. On the 10th, I 
believe, he conferred with Sherman Adams and three others at the 
White House or talked with them, and with Mr. Bennett of the 
Interior Department. Then on the 16th, it is now established, M1. 
Wyckoff called Mr. McDonald and on the 18th Mr. McDonald or you 
called Mr. Kimball. What were these calls about on the 11th anc 
12th ? 

Mr. Cospon. Senator, I believe the record will show that the memo- 
randum from McDonald was dated April 11. Now it could well have 
been, although unsolicited on the part of Idaho, as part of our job in 
trying to keep them posted and I guess perhaps, being a little modest, 
to let them know that we are alert to the tax amortization situation 
and the developments. It could well have been that on the 11th that 
I may have called Mr. Kimball to report to him or to let him know 
what my findings were because this Byrd bill was very definitely 
something that was on our. mind. 

Senator Kerauver. Two of these are rather unusual. You called 
on April 12 at 9:15 and talked 22 minutes and then within 20 minutes 
afterward you called back, at 9:55, and talked 11 minutes. Now 
that ought to refresh your memory. 

Mr. Cospon. Yes, sir. I would like to say this with regard to the 
calls on the 12th: You will recall that there is in the record of this 
proceeding a letter from Mr. Kimball to Mr. English of the Depart- 
ment of the Interior with respect to the inservice dates, as well as to 
the money that was spent on both Oxbow and Brownlee. To the 
best of my recollection we received this verbal request from Mr. 
English in the morning of the 12th. 

I immediately called Mr. Kimball, although I must admit that I 
sometimes look at my watch when I am calling to the west coast and 
at that time daylight saving time wasn’t in effect and 9 o’clock or 
9:15 Washington time would be 7:15 Boise time, according to my 
understanding. I called Mr. Kimball and acquainted him with the 
information that Mr. English had requested. He promptly brought 
into our conversation as to whether or not this involved certain trans- 
mission lines that Idaho was also building in connection with these 
projects there. 

A good portion of Mr. Kimball’s time, as I recall, was taken up b 
Mr. Kimball in trying to mentally recall because I believe that call 
was made to his home and he did not have his records there. So the 
call consumed quite a bit of time with Mr. Kimball trying to recall 
exactly how much had been spent and also about these transmission 
lines. 

That raised some question in my mind and as I recollect, I called 
Mr. English back or Mr. McDonald did—called Mr. English back at 
the Department of the Interior to get a clarification on this point, 
which resulted in a very prompt call back to Mr. Kimball, which, in 
turn, resulted in Mr. Kimball’s letter of April 12. 
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Senator Keravver. You recall, then, very specifically the calls of 
ae 12 that you think you made from your office and not your 

ome? 

Mr. Cospon. Yes, sir. 

Senator Keravver. Are you sure of that? 

Mr. Cospon. Senator, our records do not indicate that the calls 
originate anywhere other than my office and had it been from my 
home, my customary practice under those circumstances is to use my 
credit card, in which case the call would be charged against the Re- 
public 7-8240 number on our bill. 

Senator Keravuver. Just what was it Mr. English asked you to get? 

Mr. Cospon. Mr. English was interested in obtaining information— 
as I recall, it was a two-part question: Number one, he was interested 
in knowing what the inservice dates were on both Oxbow and Brown- 
lee, to have current up-to-date information on that, and, secondly 

Senator Kerauver. That is, the completion date? That is what you 
are talking about ? 

Mr. Cospon. Yes, sir. The inservice date would be when those 
projects would go on the line. 

Senator Keravuver. Did he tell you Mr. Gray had made up his 
mind the day before, or 2 days before, and that he needed this to 
confirm it? 

Mr. Cospon. My conversation with Mr. English was restricted solely 
to this information, and I understood that the applications then 
were under active consideration and, as I testified the other day, we 
were most hopeful that favorable action would be taken, but Mr. 
English did not indicate to me then as to exact] 

enator Krravuver. Repeat exactly what Mr. English told you when 
he called you up, as you remember it. 

Mr. Cospon. Senator, to the best of my recollection, Mr. English 
telephoned to report that 

Senator Kreravver. Did he call you that very morning before 9:15? 

Mr. Cospon. It could well be, Senator, because I believe the De- 
partment of the Interior goes to work before 9 o’clock. As to the exact 
time, I can’t be sure. 

Senator Kerauver. Tell us exactly what he told you when he called 

ou. 
* Mr. Cospon. Senator, the reason I am hesitating here just a moment 
is to—I am trying to be sure that the telephone call was directly 
between Mr. English and myself. 

Mr. McDonatp. It wasn’t. 

Mr. Cospon. It was not. 

Senator Kreravver. The telephone call was to you, Mr. McDonald? 

Mr. McDonatp. Yes, sir. 

Senator Kreravver. What time did Mr. English call you ? 

Mr. McDonatp. I said the last time I was up here that I thought 
it was the 12th. I said it could have been on the 11th. I do not 
have a recollection of the exact time, sir—the exact date, rather. I 
did say I thought it was the 12th because we immediately called Mr. 
Kimball. 

Senator Kreravver. Did Mr. Cosdon get on the phone when you 
talked to Mr. English ? 

Mr. McDonatp. Not that I recall, sir. 
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Senator Keravuver. Just exactly what did he tell you, Mr. Mc- 
Donald ? 

Mr. McDona.p. Senator, this is from recollection and it is as exact 
as I can make it. 

Senator Krravuver. Just tell us what he said as exactly as you can 
recall it. 

Mr. McDonatp. All right,sir. I was asked to obtain 

Senator Keravuver. Just what he said to you. That is what I want 
to get. 

Mr. McDonatp. He said to me: 

I have had an inquiry or request from ODM to obtain the inservice dates of 
the Oxbow and Brownlee projects and to ascertain the progress of construction. 
There has been a question raised in regard to those matters. 

He said—I don’t recall exactly his words, but there was an air 
of haste about it. He needed the information as fast as he could 
get it to report back verbally to ODM. That is my understanding. 

No doubt I said, well, I will phone the company immediately, which 
I proceeded to do. 

Senator Krerauver. Did he explain to you that the in-service or 
completion date had to show not later than December 31, 1958, for 
the certificates to be valid ? 

Mr. McDonaxp. No, sir; he did not. 

Senator Krravuver. But you knew that ? 

Mr. McDonatp. That is right. I was going to say I knew that, sir. 

Senator Kerauver. Who did he say called him from ODM ? 

Mr. McDonaxp. I do not recall that he mentioned any name at all. 
I would presume it would have been from Mr. Wyckoff’s office because 
they are the people charged with that particular matter. 

Senator Krerauver. Did you get the impression that there was a 
note of urgency or haste about the matter ? 

Mr. McDonatp. Yes; because I was asked to give the information 
back to him verbally and to have it confirmed in writing to him. 

Senator Kerauver. Was that call made very early in the morning? 

Mr. McDonatp. I think so, Senator, on the basis of what I did 
thereafter. 

I will put it this way: Had he called me on the 11th, I would have 
done the same thing. I would have put the phone down, no doubt 
checked with Mr. Cosdon. 

Senator Kerauver. Did Mr. English explain to you that the in- 
tended completion date of the Idaho Power Co. would be sufficient ? 
Mr. McDona.p. I am sorry; I do not understand your question. 

Senator Kreravuver. Did he explain to you that if you could get the 
certification or letter that Idaho Power intended to complete Oxbow 
by December 31, 1958, that that would be sufficient ? 

Mr. McDonatp. No, sir. 

Senator Keravuver. Did he indicate who had raised the question ? 

Mr. McDonaxp. No, sir. 

Senator Keravuver. Did he tell you that it was urgent to get the 
information ? 

Mr. McDonaxp. I don’t think that he used the word “urgent.” I 
think it was a question of getting this information back to me as soon 
as you can. 

Senator Kerauver. You related that conversation to Mr. Cosdon 
and he, in turn, called Mr. Kimball; is that correct ? 
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Mr. McDonatp. Well, I may be wrong, but I think we probably 
both talked on the phone to Mr. Kimball. 

Senator Krerauver. Before 9:30 or 9: 15 in the morning ? 

Mr. McDona.p. Whatever time the record shows, Senator. 

Senator Kerauver. Did he say he needed it for the record or is that 
what he was talking about ? 

Mr. McDonatp. I don’t recall, other than what I have given you, sir. 

Senator Krravver. Senator W iley, any questions of these witnesses / 


Senator Wixey. In the first place, ‘do you people feel that you have 
done anything wrong? 


Mr. McDonatp. No. sir: I don’t. 

Mr. Cospon. Very definitely not. 

Senator Witry. Have you profited personally from any informa- 
tion you have gotten here? 

Mr. Cospon. No, sir; I have not. 

Mr. McDonaxp. No, sir. 

Senator Witey. Have you engaged in any stock buying or selling 
as a result ? 

Mr. Cospon. No, sir. 

Mr. McDona.p. No, sir. 

Senator Wizey. I suppose you have an interest and wanted to make 
sure that the company that you represented would get this certificate, 
and it would be a valid certificate. Was there any other interest ? 

Mr. McDona.p. No, sir. 


Mr. Cospon. No, sir; just our normal interest to do the best job 
for our client. 

Senator Witey. Have you any apologies to make to the public or 
to your client or anyone else for your actions ? 

Mr. Cospon. No, sir. 

Mr. McDona tp. No, sir. 

Senator Witey. Do yousleep well nights? 

Mr. McDonatp. I have; yes, sir. 

Mr. Cospon. My wife says too well. 

Senator Wier. You need not go into details about that, sir. 

Was there anything about all this telephoning that you would say 
was something in the nature of any undercover procedure or anything 
out of the ordinary, or were you just seeking on behalf of those you 
were serving to get this certificate and to see that the interests that 
you were serving were getting the best kind of service from you 
people? Was there anything else in it ? 

Mr. Cospon. Senator, I pride myself in trying to do the best job 
we can, and I am confident that in this whole matter we were attempt- 
ing to serve our client to the best ability that we could, and we are 
very mindful that the clients are free to accept or reject our services. 
We certainly want to do the best job that we can. 

Senator Witxy. Now let’s get at the other phase of it. Was there 
anything 

Senator Kerauver. Senator Wiley, just a minute. 

Senator Church, we are glad to see you here. 

Senator Wirey. I want to go to the other side of it. How about 
ODM? How about Gordon Gray? He testified—I wasn’t able to 
hear all his testimony—but I think it is important, because most of 
us have had public experience and know our acts are often misin- 
terpreted or misjudged, because only part of the facts get out in time. 











>a Cr 








RAPID AMORTIZATION IN REGULATED INDUSTRIES 589 


Now what about Mr. Gray? He apparently was in favor of the 
certificate that he issued. Was there anything in your contact with 
him out of the ordinary procedure in such a case ¢ 

Mr. Cospon. Senator, I have never had the pleasure of meeting Mr. 
Gray, so, therefore, I have had no contact with Dr. Gray on any mat- 
ters and, in particular, with regard to this matter. 

Senator Kerauver. What about you, sir? 

Mr. McDona.p. No sir; 1 have never met the gentleman at any 
time. 

Mr. Cuumpris. Whatever contact you had with ODM was through 
some other official in the Interior Department; is that correct? 

Mr. McDonatp. That is correct. 

Senator Kerauver. Is that Mr. English ? 

Mr. McDonatp. Mr. English and Mr. Wyckoff. 

Senator Kerauver. Mr. Wyckoff, who is in ODM, under Gordon 
Gray; its that right ? 

Mr. McDona.p. Yes, sir. 

Senator Witey. Then we have the subordinates of Gray that you 
dealt with ? 

Mr. McDonatp. That is right. 

Mr. Witzy. Both of you? 

Mr. Cospon. Yes. 

Senator Witey. Were your dealings aboveboard? Was there any- 
thing nefarious or underhanded or out of the ordinary in seeking 
to get your client what you got? 

Mr. Cospon. Very definitely not, Senator. 

Mr. McDonanxp. I, to the best of my knowledge, have never asked 
a question on a tax-tmortization matter that I did not think was en- 
titled to receive an answer to and if there was any question in my 
mind, I would say if this information is available, would you tell me. 

Senator Wiutey. Of course in proceeding as I have, I have to say 
again that I was in favor of Hells Canyon and yet I also recognize 
that there are a lot of issues involved in the fight for public power 
and private development that people have very strong convictions on. 

When it came to the question of power at Niagara, I sustained 
private power. When it came to Hells Canyon, | voted for Hells 
Canyon. Now what I am getting at is I have listened to this ex- 
amination, I have listened to a lot of it. If you proceeded accord- 
ingly, as you had a right to proceed, that is one thing, and you ap- 
parently got the certificate. Whether or not that was in the best 
interests, I suppose that will be thrashed out on the floor of the Sen- 
ate when that issue comes up, but I did pursue this course of ques- 
tioning because I don’t want any wrong implications to arise from 
the testimony that I have heard you people give. If there is any- 
thing you want to say further on that subject in order that we 
don’t condemn because we disagree—you go to your church and 
I go to mine and we still believe that you have that right, and 
economically it is the same procedure. Some believe in public power 
all over the country. I don’t. Some believe in private power, so 
to speak, all over the country. I don’t believe that. I think both 
of them have arguments in their favor. 

Having made that point, Mr. Chairman, I see we have a good asso- 
ciate here to my left and I think he should be privileged to carry on. 


94133—57—pt. 1——-38 
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Senator Krravuver. Very well, Senator Wiley. 

Senator Carroll, you have been properly introduced now. 

Senator Carrotut. Mr. Chairman, it seems to me that it is not a 
question of the efficiency of the representation here. I think it is con- 
ceded that they have been very efficient in procuring the license and 
I would like to put some questions on that for just a moment or two. 
Either of you or all of you can answer. 

You have been following this case for some months, have you not? 

Mr. Cospon. Actually for nearly 4 years, sir. 

Senator Carroti. When the Supreme Court decision came down 
April 1, in a sense that was the end, was it not—legally speaking ? 

Mr. McDonatp. That is correct, sir; as far al know. 

Mr. Cospon. To the best of my knowledge; yes, sir. 

Senator Carroty. Under reasonable conditions you could assume 
things would begin to move because you had been following it very 
closely. 

Mr. McDonatp. Yes, sir. 

Mr. Cospon. Yes, sir. 

Senator Carrott. You followed the procedure on the issuance of 
certificates on many occasions ? 

Mr. Cospon. Yes, sir. 

Mr. McDonald. Yes, sir. 

Senator Carrot. You knew that Mr. Wyckoff, with whom you had 
some contact, was making his recommendation for action on the 8th? 
Mr. McDonaxp. I don’t know that we knew that for a fact, sir. 

Senator Carrotit. Whether you knew it for a fact, you had been 
following the matter closely. You, of course, knew they were going 
to make a report. I think that is what Senator Wiley had in mind. 
You kind of laid the cards on the table. There is nothing illegal in 
your representation. It is a question of the Senate being interested 
in the facts. On April 8 the report came down and I think the record 
shows on April 10 Dr. Gray made his decision. 

One of the most important things, you well know, in the issuance 
of certificates is a consideration of the basic criteria and one of the 
elements in the basic criteria was the termination date. That was im- 
portant and that is what English called you about, isn’t it? 

Mr. Cospon. Yes, sir. 

Mr. McDona.p. Yes, sir. 

Senator Carrotu. It was of such vital importance to you that you 
had to call Mr. Kimball in Idaho? 

Mr. Cospon. Yes, sir. 

Senator Carroty. You had to get him to supplement the record in 
order to meet the basic criteria? Isn’t that right? 

Mr. Cospon. Senator, I did not know to what use this letter was 
going to be put, what use would be made of it. All I know is we 
did receive the call from Mr. English and how that would fit into 
the criteria, that was something I did not have any particular know]l- 
edge of. 

Senator Carroti. As experienced men, you know how important 
this was and by your own testimony here this morning, you said you 
detected the note of urgency in Mr, English’s voice, and the urgency 
was that you fulfill the requirement of the basic criteria; isn’t that 
right ? 
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Mr. McDonatp. As the Senator knows, I said——— 

Senator Carroti. What wasthe urgency then ? 

Mr. McDonatp. I said I did not recall the use of the word “urgent.” 
I said I recalled it was a question of haste in making the reply, sir. 

Senator Carrotu. You said “haste”; Mr. Cosdon said “urgency.” 

Mr. McDonatp. Yes. Well I think we are meaning the same thing. 

Senator Carrott. I understand and I think we ought not to quibble 
about words. There is a necessity for action in view of Gordon 
Gray’s action, because there had been a conference, as our testimony 
shows. Mr. Chairman, you will recall this. The testimony was 
based on the notations of a paper which is in evidence there, talking 
about whether or not it would fulfill the basic criteria, where they 
would examine the shutoff date and evidently this came from English 
to you and you had to meet the requirements of the basic criteria in 
order to qualify for the Oxbow site. Isn’t that the situation? You 
had to get that letter to show that you would conform to the Decem- 
ber 31, 1958, deadline—in order to receive the certificate. 

Mr. Cospon. Senator, it was quite obvious that Mr. English wanted 
to receive from us an up-to-date confirmation as to the in-service date 
on these two projects. 

Senator Carroxy. So, you see, Mr. Chairman, without going into 
whether there is any nefarious activity, this was a legal requirement 
and they were making the telephone calls to fulfill it. They did 
correct the record, as I understand. 

Senator Keravver. I don’t think it was a correction, sir; I think the 
in-service date had been stated before. 

Senator Carrouu. If it had been stated before, why did English 
call you, Mr. McDonald ? 

Mr. McDona.p. I was told that this matter had been questioned. 
By whom I didn’t know. 

Senator Carroiu. I thmk, Mr. Chairman, the record would show 
that in these notations what is talked about is the reexamination. 
This is where the names of Sherman Adams, Jerry Morgan, Governor 
Pyle, General Persons, and Elmer Bennett came in because this was a 
very important part of the controversy. The question is the reex- 
amination of the criteria. 

Mr. McDonap. Well, the date certainly was an important part. 

Senator Kerauver. I think in order to clear up this point it is 
important to get what was on the penciled notes made by Mr. Wyckoff 
when he was talking with Mr. Gray, which is what Senator Carroll 
is referring to. 

Up at the top of the paper, written in pencil, appears to be the 
names of Adams, Elmer Bennett, Governor Pyle, Jerry Morgan, 
and General Persons. 

Next it says—and this is mimeographed: 

In order to be eligible for certification under the reopened goal— 
and so on and then written on top of that in pencil is— 


Goal is closed. Was charged against the goal. If for any reason the goals 
were reopened, the criteria would be reexamined. 

That is what you are connecting up here. 

Senator Carroty. That is what I had in mind, Mr. Chairman. The 
record is replete with many, many instances of testimony before the 
Federal Power Commission, with public utterances that Oxbow would 
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not be completed until 1961 and that is the reason I put the question. 
T am not trying to impute to anyone any improper motive. You were 
looking actually to see whether or not there was a violation of the 
law in the issuance of this certificate because when the Congress dele- 
gated this authority to ODM, it expected it to set up standards and the 
standards were three: Incentive is one and the development of excess 
power was the second and the third one was that there shall be a 
completion date within regulation. It was my purpose in questioning 
earlier in this hearing to determine whether or not they met those 
criteria. That is the reason I interrogated along these lines. 

Senator Witey. May I ask the distinguished Senator this question : 
I recognize fully the legal phase as he sees it, but in the last analysis 
under the law, who was to determine whether the criteria had been 
—— if it was Gray, can he be questioned on any appeal or is that 

nal ¢ 

Senator Carroty. I certainly think he can be questioned. I think 
the function of this committee is to question to see that he conforms 
to the basic criteria and that is the purpose of this testimony this 
morning—at least my part of it. 

Senator Keravver. Senator Carroll, I am not sure you understood 
Senator Wiley’s question correctly. Of course, we question him and 
we question his judgment or his actions here in this review, but I think 
what Senator Wiley had in mind was that if he made an order, would 
there be any appeal. 

Senator Carroxty. I would say that if a public official exercising the 

owers given to him by the Congress, under administrative law, vio- 
ates the standards by arbitrary and capricious action, then I think 
it can be challenged in a court of law. If it wouldn’t be that way, 
we would be giving the full powers in the hands of the Administrator. 
I think the standards are set up because they are constitutional stand- 
ards. Every delegation of authority has to have standards. They 
have to be specific. If they are not met, I think the judgment can be 
challenged. That is my opinion. 

Senator Wixey. I think that is the issue and I have understood or 
supposed anything can be questioned by a congressional committee. 
We might even go back and question history and all this and that, but 
my only thought was that while I disagree and want to disagree, I 
don’t think that I want to imply, unless there is proof, that there is 
anything nefarious or anything but possibly a mistake of judgment 
and we all make mistakes of judgment—there is no question about that. 
To err is human and the aia part of it might apply to Senators at 
times—to forgive is a little divinity in them. 

Senator Carrow. It is awfully hard to forgive an $83 million mis- 
take. 

Senator Krerauver. What Senator Carroll has been getting at is 
the fact that Mr. Gray issued these certificates after the Secretary 
of the Interior had recommended against them. With these names 
on the notes and the fact that a tentative press release was sent to 
Mr. Pyle, we are trying to pierce this veil and find out what really 
happened. That is what we had in mind when we wrote Mr. Pyle 
sometime back asking him about. these matters, to which he replied 
in an unresponsive letter, which has been put in the record. 

Then I stated in the meeting at that time, on June 7, that we should 
write again and invite him to come up and testify, which I did. 
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The letter to him is as follows, and I think it should be put in 
the record: 


Dear Mr. PYLE: We wish to thank you for your letter of June 5, 1957, in reply 
to my letter to you of June 4 with regard to the rapid tax amortization granted 
to the Idaho Power Co. In my letter I stated that “the subcommittee is interested 
in knowing what interest you had in this proposed press release on this subject 
and whether it was the usual practice to submit press releases to you for com- 


ment on the granting of tax amortization certificates in advance of their 
release.” 


The subcommittee feels that your letter is not completely responsive to the 
above inquiry and rather than continue an exchange of correspondence, has 
decided to invite you to appear personally at a scheduled hearing at, 10 a. m., 
Tuesday, June 11, 1957, room 457, Senate Office Building, to discuss this matter. 

If this time and date is inconvenient with you, will you please advise me 
as early as possible of a day and time which is satisfactory? 


This morning I received a letter from Mr. Pyle. 


DEAR SENATOR: Thank you for you letter of June 7 inviting me to testify 
before your subcommittee. 

In my letter of June 5, I said: 

“As the White House assistant responsible for liaison with State and local 
governments, it is general practice to keep my office advised of decisions that 
might in any way relate to this field. The press release announcing the granting 
of rapid tax amortization certificates to the Idaho Power Co. was regarded 
as such an item of information and was, therefore, as an interoffice courtesy, 
brought to my attention in advance of its release. 

“Any comment I might have been expected to make at the time would have 
been concerned only with the clarity of the proposed press release from the 
standpoint of intergovernmental relations.” 

There is nothing that I can add to the above and I, accordingly, and respect- 
fully decline your invitation to appear and testify. 

Sincerely, 


HowaArp PYLE. 


I regret that he has taken that attitude. This is an $83.5 million 
matter of the taxpayers’ money, and a much larger benefit to the 
Idaho Power Co., and a matter of great interest, particularly with 
this unusual, rather mysterious memorandum that we have here con- 
taining the names of persons who were consulted or talked with about 
it, including Mr. Pyle. I had hoped that Mr. Pyle would clear up 
just what took place and what was said to Mr. Gray. When I asked 
Mr. Gray, he wouldn’t testify; he pleaded privilege, so we are just 
trying to find out and pierce the veil, but Mr. Pyle won’t testify. 
We will have to try another way. 

Senator Witry. Mr. Chairman, again I want simply to be fair in 
this matter. We passed the law; we , authorized who should make the 
decision. The decision was made. It isn’t the first one. I under- 
stand we have permitted during and since the war writeoffs running 
into billions. Now on the floor of the Senate we are talking about 
the passing of a $2 to $3 million appropriation bill. How careless 
are we sitting here while these appropriation bills are going through 
without giving consideration to each item, and yet it is our function 
to know what we are going to vote for when we go over there. How 
can we, when we are sitting here? It is just an example of how 
people have to rely on others to use their best judgment. 

I don’t say, although I would not agree to the $8 million writeoffs, 
that there is anything but an authoritative act here ys possibly 
upon wrong judgment, but that is that. 

In Government we place authority somewhere. That authority 
exercises it. Just think of the hell the Supreme Court gets with its 
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decisions and yet we question them and we are only Senators and we 
have no function to pass judgment on the Supreme Court’s actions. 
Yet we pass judgment. The only thing I am interested in is that we 
respect authority and unless there is something crooked or something 
that is contrary to law that we recognize the act as authoritative and 
not as basically criminal or wrong. That, to me, is a thing we must 
make sure that the public gets hold of in these hearings—in fact, in 
all hearings. Otherwise they will think that all Washington is 
crooked. 

Senator Kerauver. I agree thoroughly with almost everything 
Senator Wiley said. What we are interested in, though, is finding 
out about certain matters that were considered in granting this rapid- 
tax amortization and certain conferences that the public ought to 
know about. 

The public doesn’t like secret government or secret decisions. This 
is the first time I know of where an applicant for a certificate was told 
in advance to come over and pick it up. It is the first time we have 
had a memorandum referring to consultation with Sherman Adams 
and others in the White House at or about the time the certificates 
were granted. It is the only case where we have the Secretary of 
Interior’s recommendation against it. I think the public and the 
Congress would like to know the explanation of all these circum- 
stances and to see that the secrecy and mystery are removed. 

That is the reason I wrote Mr. Pyle and asked him to come up. I 
think he could throw some light on the matter. 

Senator Wiitzy. May I ask a question? I think the evidence quite 
conclusively shows, for instance, one department recommended 
against it; that what has happened is that various departments were 
consulted. From out of their conclusions, apparently, Gray formed 
his judgment, but there is nothing wrong in that. In fact, I think 
that is good government. I think if a man tries to get the judgment 
of other people, it shows that he isn’t so orthodox that he has for- 
gotten this is a changing world, and he has to recognize light wher- 
ever he can find it. 

I think the evidence is quite conclusive that it was the function to 
consult with other departments and that was done. I remember some 
testimony in the matter. Therefore I can’t draw any conclusions. 
Supposing your name appeared on that or someone else. A man 
might have written a name down. Are you going to draw the con- 
clusion there is something wrong? Certainly in consulting with these 
people in high places, it was pursuant, as I understand it, to the 

ractice and that is why Gray took it up with Secretary Seaton and 
Reston was against it, and he had a right to be against it. So was I 
against it. 

Senator Keravver. That is right, but the only thing is we would 
like to have some explanation. If my name appeared on this, I 
would want to get some explanation because it is unusual. 

These gentlemen’s names were on the memorandum and they were 
consulted. It is a little unusual and we would like to know why. 
But I guess we will have to try to find out otherwise. 

Senator Carroti. Senator, may I keep this record straight in view 
of the legal question asked me, whether or not I thought there was any 
legal action to be taken. You recall that the Congress in 1955, in the 
revision of the Internal Revenue Code, extended section 168, which 
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is the section which involved this controversy. Prior to that, to sus- 
tain my original statement that merely because the Congress delegates, 
no agency can act in a vacuum, but that agency = to set up 
standards. 

Now, that is exactly what was done under ODM. The standards 
have been issued not only for power, but for all industries. There 
have to be standards set up and they have to conform to the law. 

One of the basic requirements was incentive. What is incentive? 
To induce private facilities to grow beyond their normal capacity. 

I say there is no incentive in the Idaho case and, therefore, is a 
violation of this recommendation for this reason. The counsel ap- 
pearing for the Idaho Power Co. before the Federal Power Commis- 
sion said it will be a privilege for us to build this if you give us a 
pomneh The only incentive they needed was to get the license to 

uild. 

The incentive the law talks about is to induce public power to ex- 
and capacity. The Government says we will give you a tax referral 
or 5 years. There is no incentive. Secretary Seaton, a Cabinet 

member under this administration, says there is no excess power 
here. Being no excess power, it is another violation of the standards 
set up. 

Wow we come to the third, which we were discussing a while ago and 
that is the question there must be a shutoff date. Now we come to the 
date of December 31, 1958, and again under the regulations that is also 
changed and under congressional action. This is under the order of the 
ODM, cancellation of the necessity certificate, the certifying authority. 

Next ODM and Dr. Gray may cancel certificates where it has been 
obtained by fraud or misrepresentation or has been issued through 
error or inadvertency. It is contained within the power. So as to the 
letter of the law, I don’t think it is a bad statement when I say it was 
issued in violation of the law. 

Senator Kerauver. Senator Carroll is very familiar with these 
laws, having served on the House Ways and Means Committee for 
many years. 

Senator Witry. Justa minute. I can’t let his analysis stand because 
I say to you as far as he goes it is all right, but who is to decide whether 
these three basic principles are there? Who is to decide the incentive; 
who is to decide as to the expansion ; who has to utilize the shutoff date? 
We, the Congress, said who should do it. The law is there and he has 
decided. When you give someone the authority, you can’t say you 
didn’t after the decision is made. 

The analysis is very good if you say there isn’t incentive. You 
agree with Seaton there is no incentive, but Gray, by his act, decided 
he didn’t agree with Seaton and to me that is the very issue in this 
ease. If there is an appeal to some authority, then let them review 
that fact, but if he has the absolute authority to decide it, he has 
decided it. It is like the mandate of the Supreme Court tome. That 
is the legal issue. I don’t disagree with you as to the facts, but I 
disagree with you as to whose decision it is. 

Senator Carrouu. I suggest to the Senator from Wisconsin I think 
that is the very purpose of this investigation, to determine by a sena- 
torial committee whether or not an official has exceeded his power, 
It involves a tremendous amount of mony that will come out of the 
Treasury of the United States. This committee, when making its 
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report, should have a chance to make its position, which is not binding 
on the committee, of course, because there are other committees making 
investigations, but I think it is proper for an investigation in this 
Antimonopoly Committee, and I think we would be derelict in our 
duty if we didn’t move ahead with this case. 

Senitor Wiiry. The basic idea under the law of the Congress is 
to get facts for legislation. It has always assumed that obligation. 
If the first basis is to get facts on which to base legislation, that agrees 
with the original concept. If the purpose;' however, is to result‘ in 
blackening character, in destroying men’s reputations because they 
disagree with one another, or assuming that those who have the 
authority that we give them and we investigate whether they have or 
have not exercised that authority, that is another thing. But if we 
say they did exercise it pursuant to the legal authority that we gave 
them, that is still another thing. If we reach that conclusion, have 
we any right then, unless we can find some corruption, to question 
their action? That,to me, is the issue. 

Senator Krerauver. Undoubtedly Mr. Gray, as head of the ODM, 
had the right to make the decision under the laws of the Congress. 
Tt was his responsibility and undoubtedly he, if he should find fraud 
or misrepresentation or deception, would have a right to cancel the 
certificates. 

What we are investigating, which Congress has a right to investi- 
gate, is how the rapid tax amortization law passed by the Congress 
has been used; whether it is fostering an unfair and undue competi- 
tion to little people who do not get certificates, whether it is strength- 
ening monopoly in the power field, whether it is destroying competi- 
tion. All of this will be helpful in legislative programs. It is also 
a proper part of the function of the Congress to look into the carry- 
out of actions made pursuant to law under unusual circumstances, 
where there is a veil of secrecy over what has been done. 

We had here a case where the delegate agency, the Interior Depart- 
ment, had never had one of its recommendations turned down except 
on the basis it did a week ago, where the plant is not in a dispersal 
area, where the Secretary make a strong recommendation against this 
certificate, where Mr. Gray withheld information and in my opinion 
tried to deceive Senator Byrd and this committee, by saying that 
Interior had recommended the tax writeoff by referring to a previous 
recommendation of the Department of Interior when he had a 
current one right in his hands. We have the unusual situation of 
these people saying they weren’t expecting a rapid tax writeoff. They 
said they wanted to build the dams with their own money, but then 
through Ebasco, and their own efforts, they tried to get a writeoff. 
This is the first instance where we have had evidence of consultation 
with high officials in the White House on a matter of this kind. I 
think the people are entitled to pierce this secrecy and find out just 
who did what and that is the reason we have tried to find out through 
Governor Pyle about the meaning of this meeting, and the meaning 
of these notes, all of which the public has a great interest in. 

It involves, as the Senator from Colorado said, a great amount of 
money. Other writeoff applications involve, since May 1955, some 
$800 million loss, according to one figure, to the United States Gov- 
ernment. So we will try to proceed and get the facts as we go along. 

Mr. Cosdon, you testified that you have no personal interest in this. 
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Of course we know that. But Ebasco did have an interest in trying 
to get the certificate for the Idaho Power Co.; is that right! 

Mr. Cospon. Ebasco itself had no particular interest. We, as em- 
ployees of Ebasco, had the interest of Idaho Power in trying to get 
them the certificate but Ebasco Services as a corporation had no 
particular interest. ; 

Senator Kerauver. What I mean is you were hired representatives 
to do all you could to try to get certificates for the Idaho Power Co. 

Mr. Cospon. That is correct, sir. 

Senator Keravuver. I find here in the Ebasco records, that you seem 
to have a continuing contract with Idaho Power to render services 
for them from year to year. In your records you have given the com- 
mittee the amount you have billed for certain years for certain serv- 
ices—consultation, help in connection with engineering, financing, 
study of economic and power generation, technical services and one 
on tax amortization, and so forth. In the year 1952 you billed them 
$36,600; in the year 1953, you billed them $216,391; in the year 1954 
you billed them $107,916. You are familiar with these. 

Mr. Cospon. Not entirely; no. These came from our New York 
files. 

Senator Kerauver. Those are charges made against Idaho Power 
on these items? That is a part of your records? 

Mr. Cospon. Could I have that question again, Senator ? 

Senator Kerauver. I say those are charges you made against Idaho 
Power on these items. 

Senator Wier. Those are your fees, in other words? 

Mr. Cospon. Senator, if these records came from the New York 
office, I have no reason to question them, sir. 

Senator Kerauver. They came from the New York office and were 
furnished to us. 

Mr. Cospon. Yes, sir. 

Senator Keravuver. From headquarters. 

Mr. Cospon. Yes, sir. 

Senator Kerauver. You have been continuing year after year to 
render them services in connection with these various matters, includ- 
ing tax amortization ? 

ir. Cospon. Yes, sir; and I might say our services rendered to 
Idaho are all rendered at their specie request. 

Senator Kerauver. That was both in connection with the applica- 
tion for license, in connection with the application for the tax cer- 
tificates, and several other matters? 

Mr. Cospon. Yes, sir. The activity of Ebasco with respect to the 
Federal Power Commission on obtaining the Federal Power Commis- 
sion license was activity or service rendered by our New York office. 
I am not familiar with that. The only thing i can speak with any 
competence on is the order with regard to tax amortization, which was 
the sole request that we had from Idaho Power to assist them here in 
Washington. 

Senator Kerauver. Mr. Poth, as the lawyer in the case, would you 
mind telling us how much you got for securing these certificates; that 
is, as far as Ebasco is concerned ? 

Mr. Porn. Senator, I don’t know. We did not work on these cer- 
tificates for Idaho, to my recollection, at all, except possibly in the 
very beginning in 1953, at the time they were filed. I have some recol- 
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lection, Senator, of seeing correspondence or copies of correspondence 
sent'to me and, perhaps, talking to Mr. Cosdon. Again my memory is 
completely cold on this. I don’t think we submitted any bill to Ebaseo 
or to Idaho in connection with these certificates, to the best of my 
knowledge. Now I could be wrong. 

Senator Kreravuver. Are you talkie about Reid and Priest? 

Mr. Porn. I am talking about Reid and Priest. I assumed that was 
your question. 

Mr. Cospon. Senator, I understood you were talking about Ebasco 
and I would like to make this statement for the record, that as far as 
any contingent fee that Ebasco might have had or be entitled to in the 
event that these certificates were issued, I would like to have it clearly 
understood that we in Ebasco do not work on.a contingency of that 
kind. 

Senator Keravuver. I didn’t say a contingent fee. I asked you just 
how much your fee was, not whether it was contingent. 

Mr. Cospon. Well, according to this, our fee for 1956—— 

Senator Kerauver. Do you have any for 1957? That is when the 
work was done. 

Mr. Cospon. This doesn’t show that. 

Senator Kerauver. Will you get the 1957 figure? 

Mr. Cospon. Yes, sir. 

Senator Keravver. In other words, just bring that table up to 
date. 

Mr. Porn. Senator, if T ean finish 

Senator Keravver. All right. 

Mr. Porn. Just one thing quickly. We, as Ebasco’s attorneys, had 
nothing to do with their billing to their clientele and it wouldn’t be 
in my knowledge. 

Senator Krrauver. T wasn’t asking you.a question as an attorney; 
I was asking you a question as a representative of Ebasco. 

Mr. Porn. I can only function in my role as attorney. My sole 
function for Ebasco is as attorney. 

Senator Kerauver. I wasn’t asking about your attorney fee; I 
was trying to find out if you knew how much Ebasco got for getting 
these tax certificates. 

You will get that, then, Mr. Cosdon? 

Mr. Cospon. I will be happy to furnish that. 

(The information is as follows :) 
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Ebasco Services, Inc., description of services and billings rendered to Idaho 


Description of services rendered 











Engineering-design services in con- 
nection with C. J. Strike hydro- 
electric development, 82,500-kilo- 
watt installation. 5 

Technical services in connection 
with the preparation of revised 
drawings for license application 
for proposed Oxbow hydroelectric 
development.__...._.._...-.__-- at 

Study re financing of ‘additional | 
hydroelectric developments__- 

Preliminary engineering services 
and es services for pro- 
posed hydroelectric development 

Engineering, purchasing, inspec- | 
tion, and expediting services in 
connection with construction of 
A.J. Wiley hydroelectrie develop- 





MOOG. citgasriaitedasehdséetsteaaidcs ‘ 

Study re economics of power gener- 
ation at the A. J. Wiley hydro- 
electric development compared 
with steam capacity at American 
Falls and power purchases 

Technical services in connection | 
with the preparation of prelimi- 
nary estimates and other tech- 
— data re proposed Oxbow 

hydroelectric development _.__.. 

Preliminary engineering services for 
proposed Oxbow hydroelectric 
development __ 


Technical services re joint a 


Board study ..__. J 
Technical services re transmission 
problem at west end of system, 
including network analyzer study 
Technical services and consultations 
in connection with renegotiation 
of electric power rate with large 
industrial consumer ____- 
Washington office serv ices in con- 
nection with tax amortization 
applications..........-...L...-.... 
Engineering, purchasing, inspection 
and expediting services in connec- 
tion with construction of upper 
Bliss hydroelectric development 
Technical investigations and studies 
re development of plan to provide 
additional generating resources on 
a coordinated regional basis- 
Study re joint system loss__- } 
Study re power loads and resources 
Preliminary engineering services for 
proposed hydroelectric projects 
and other technical services in 
connection with the preparation 
of estimates and other technical | 
data for, and attendance of expert 
witnesses at, hearings on license 
applications for proposed hydro- 
electric developments... __- 
Engineering consultation services 
re transmission ground clearance 
for 230-kilovolt lines. -.._...-~- 
Engineering services on transmis- 
sion line between Brownlee and | 
Boise, Idaho 
































! Includes charges unbilled in previous year amounting to $1,953.78. 


Power Co. 
| Billings 
ways ~ Sb - ay 
Year Year Year Year | Year |4 months, 
1952 1953 1954 | 1985 | 1956 | April 1967 
= TEES RPT SH Ew, PY 
| he Or ant 
$23,066.05). - pe chet scl habtion baad 
i 
1, 161.09} $3, 802.74 |...----.---.| basiaedd fhe s- hose cd 
| 
Wise 031k Bei dO: f Tis 
| | 
12,301.45 | 9, 202. 84 |._..--..-.- lenctiegemde be dsed ices hie} -a4pay 
' | | 
Spee tae 
48, 764.43 |..---....--- bed dppb Gb es 5 haghd 
| } | 
| 
| } } 
13, 296.80 |_....-.--.--|-- ‘tal- sh OT Bey sores 
| 
\ } 
} 
ypu dds OOS0O his - iicisesse] bis -Ledonn-uebowiiues 
-.-| 48,213.88 | $827.20 |__. 4. Coad id RSS 
eerily 3, 333. 47 | 122.04 |__.--.-. te pC. 
; 
bEseves 6, 130. 77 SINE 20 deg -< eh 4 | 4as--daaed ee -9gte 
PS FAA 18, 141. 51 |... Faull oe i 
sxitas 236. 01 89.27 | $692. 87 ist, 181. 07 | $730. 52 
| 
| | | 
8, 691. 80 |__ os cia 
' 
1, 186. 05 24, 592. 87 |_. ‘ ol secqbuntdibetheh-dveh es 
L100.) oa @ |... J... 
sels | 3,597.94 | 3,663.59 | 3,877.63 | 1,301.20 
aa 
Sere 77, 157.23 |35, 956.93 }_-.--_.-- iat canes 
| 
Rr eet te aL WDE bs Llc oreichlediecdndens 
gianni daiie~ties |nn-nanene-e|-------e~+|15, 606,79 | 8, 921,77 
1 36, 663.86 | 216, 391.04 | 107, 916.03 a1, 401.14 |20, 665.49 | 5, 953. 49 
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Senator Keravuver. Gentlemen, on another subject, Electric Bond & 
Share was a holding company for Idaho Power in 1942, wasn’t it, or 
a subholding company ¢ 

Mr. Cospon. Senator, I did not come with the Ebasco Services until 
i944. My recollection is just a bit hazy as to what the situation was 
prior to that time. 

Senator Kerauver. Sometime previous it was a subholding com- 
pany or holding company for Idaho Power. It was dissolved under 
the Holding Company Act; isn’t that true? 

Mr. Pors. Porbnre. Senator, I can clarify that. If my recollection 
serves me, Idaho Power was a subsidiary operating company in the 
Electric Bond & Share system. It was one of the earlier companies, 
if my memory serves me, that the subholding company in the system, 
which I have now forgotten, divested by order of the SEC. Its stock 
was distributed sometime in the year 1943. 

Senator Keracver. I think it is interesting for the consideration 
of this committee, in the light of the continuing year after year service 
that you are rendering for Idaho Power Co., to put into the record the 
order of the SEC and also the Commission’s opinion and order 4527, 
which was the divestiture order, which says in that connection, speak- 
ing of Ebasco and Idaho Power Co. : 


We shall therefore condition our order herein to require that the contract 
between Idaho and Ebasco pursuant to which Ebasco now renders to Idaho 
continuing general and special services shall be promptly terminated and that 
Idaho shall not thereafter enter into a service contract with Ebasco for any 
managerial, supervisory, or other continuing services. 


Mr. Cospon. Senator, I would offer this with the thought in mind 
that perhaps it will clarify that point: We do have in our Washington 
office what in the past has been called group or continuing services. 
Our other departments in New York have the very same type of serv- 
ices. Certainly as far as the Washington office is concerned and to the 
best of my recollection as far as the other departments of Ebasco, 
there has not been any continuing arrangement with the Idaho Power 
Co., that all services rendered to Idaho Power have been at their 


specific request, for which we have received our customary per diem 
rates. 


Senator Kreravuver. Let that order be made part of the record. 
(The order is as follows:) 


SEC Orper 4527 


(P. 6, Commission’s opinion in Holding Company Act Release 4527 of August 31, 
1943. In re Idaho Power Co. File No. 70-753) 


We agree that the divorcement of Idaho from Electric is necessary to effecuate 
the provisions of section 11 and therefore make the suggested findings and will 
issue the requested order. To find the requisite compliance with the provisions 
of section 11, however, we must insure that the sale of the stock of Idaho held by 
Electric will result in its complete and unquestionable divorcement from Electric. 
In our view, such divorcement cannot be insured so long as the present close 
continuing relationship is maintained with Ebasco Services, Inc., a wholly owned 
subsidiary of Bond & Shares and the service company for all of the Bond & 
Share system domestic companies. We shall therefore condition our order herein 
to require that the contract between Idaho and Ebasco pursuant to which Ebasco 
now renders to Idaho continuing general services and special services shall be 
promptly terminated and that Idaho shall not thereafter enter into a service 
contract with Ebaseo for any managerial, supervisory, or other continuing 
services. 
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Mr. Porn. I might observe that the SEC order specifically makes 
reference, sir, to continuing services. There were two clearly different 
types of service offered by Ebasco back at the time of the Commission’s 
order; the continuing general type which is inhibited by this order, 
and recurrent services, ‘Senator, which are upon the order of the com- 
pany. As I am sure you know, Ebasco is still subject to the SEC 
under section 13 of the Holding Company Act. So whatever is done 
is under statute, sir. 

Senator Kerauver. The present relationship and what you are do- 
ing, whether you are meeting and complying with this order or not, 
is now being looked into by the SEC. 

Mr. Porn. I think so. There are representatives in the room. 

Senator Witry. May I read into the record two paragraphs here 
which were given in the testimony of Mr. Seaton, which confirms my 
understanding of the situation ? 

Seaton said: 


My letter of March 11 was intended as an appeal to the Office of Director of 
Defense Mobilization to exercise the discretion vested in him to deny these certifi- 


cates on grounds which lie outside of the established regulations and criteria 
which have been applied in previous cases. 


Then he goes on— 


I recognize full well that the Director of the Office of Defense Mobilization has 
the authority to act in these matters without my concurrence. I also recognize 
that in the face of the precedents— 


this is important— 


reaching back over two administrations, he might be most reluctant to deny 


such certificates on the grounds which lie outside of the established regula- 
tions and criteria. Therefore, I— 


Seaton says— 


have no criticism to offer of the Director. He exercised his judgment as it ap- 
peared to him under the authority vested in him. Nevertheless, I reiterate that 
I did recommend against the issuance of the certificates and would do it again. 

Now I think that sort of clears up some of the disputed matters that 
he is right as to where the authority is and also as to precedents that 
have been set through two administrations. 

That is on page 515 of volume IV of the hearings. 

Senator Krravver. I think before these gentlemen leave, it is of 
interest to point out that we had a similar situation in connection with 
the Mississippi Power & Light Co., where they had been divested but 
Ebasco continued to render various services. The fact is Mr. Steiten- 
roth, the treasurer of Mississippi Power & Light, said Mississippi was 
completely run out of Ebasco’s office at No. 2 Rector Street in New 
York. That was his opinion. 

I have always felt that the testimony in some of these cases showed 
that after Electric Bond & Share’s subholding companies were dis- 
solved, it continued through this service agent, Ebasco, to service 
companies with just about the same services that it rendered before, 
the only difference being in one case it received dividends and in the 
other, fees for services rendered. 

That is a matter now being studied and I am glad it is being studied 
by the SEC. I hope they will render an opinion and make some 
conclusion about. it. 

Thank you very much, gentlemen. 
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Mr. Cospon. Thank you. 

Mr. Porn. Thank you. 

Senator Wixy. Are we through for today ? 

Senator Keravver. Let’s get Mr. Roach and Mr. Kimball identified. 
These gentlemen have come from far away to testify and have their 
say. en we will recess until after lunch. 

Mr. Roach. 

Mr. Roacu. I am Mr. Roach. 

Senator Kerauver. Mr. Roach, you may sit down and the gentle- 
men with you may have a seat. 

You are Mr. T. E. Roach, the president of the Idaho Power; is that 
right? 

ofr, Roacu. That is correct. 

Senator Keravuver. Will you identify yourself and give the full 
title of the gentlemen you have with you. 

Mr. Roacu. I have with me Mr. John T. Kimball, who is vice pres- 
ident and general manager of Idaho Power Co., and Mr. R. P. Parry 
of Twin Falls, Idaho, who is special counsel for Idaho Power. 

Senator Keravuver. Mr. Parry, I believe, has testified a number of 
times before Congress and has handled the general matter of the ap- 
plication for the Idaho Power license before the Federal Power Com- 
mission and has appeared before the Interior Committee and perhaps 
other committees speaking for Idaho Power Co.; is that correct? 

Mr. Roacu. He has appeared before the Senate and House Interior 
Committees, speaking for Idaho Power. As to any other committees, 
I don’t presently recall. 

Senator Krerauver. We asked you to bring certain material with 
you and I wonder if you would submit the material that you brought 
at this time, Mr. Roach. Will you identify the material that you 
turn over? 


STATEMENT OF T. E. ROACH, PRESIDENT, IDAHO POWER C0.; AC- 
COMPANIED BY JOHN T. KIMBALL, VICE PRESIDENT AND GEN- 
ERAL MANAGER; AND R. P. PARRY, SPECIAL COUNSEL 


Mr. Roacu. Senator, I received a telegram dated June 6, 1957, 
signed by yourself, reading: 
In addition to the material requested by staff counsel, of Mr. Parry by tele- 


phone, kindly bring the following with you to the hearing Tuesday: Photo- 
stat copies of records of stock transfers for the period April 1, through May 15, 
1957. 


which I will now hand to this gentleman across from me here. 

Senator Keravuver. We will let it be exhibit 1. 

mag material referred to may be found in the files of the subcom- 
mittee. 

Mr. Roacu. Copy of minutes of the stockholders’ meeting of May 
1, 1957, which I am likewise handing to the gentleman here. 

Senator Keravver. That will be exhibit 2. 

es material referred to may be found in the files of the subcom- 
mittee. 

Mr. Roacu. A copy of the company’s latest financial report, which 


is our published annual report for the year ending December 30, 
1956. 
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Senator Keravuver. Let that be exhibit 3. 

(The material referred to may be found in the files of the subcom- 
mittee. 

Mr. Roacn. Mr. Parry conveyed to me the substance of a telephone 
call from Mr. Dixon for a copy of our construction contract with 
Morrison-Knudson Co., with all up-to-date amendments, covering 
FPC project 1971, which Iam handing him. 

Senator Kerauver. That will be exhibit 4. 

(The material referred to may be found in the files of the subcom- 
mittee. 

fence Keravver. Does that have Oxbow and Brownlee both in 
there? 

Mr. Roacu. It does. 

Senator Kerauver. Are they separate or how do they come? 

Mr. Roacn. This is one contract, sir. 

Senator Keravuver. Does it have little Hells Canyon in it? 

Mr. Roacu. No, it does not. 

Senator Kerauver. Does this have all the latest amendments to the 
contract ? 

Mr. Roacu. It has everything in the way of our contractual ar- 
rangements with Morrison-Knudson. 

Senator Keravver. Very well. 

Mr. Roacu. The last item was a request that I bring with me, if I 
have it, the text of a talk made before the New York Society of 
Security Analysts on May 15. 

Senator Keravver. Are your notes in connection with it? 

Mr. Roacu. I brought my notes along because I didn’t have a pre- 
pared talk or a manuscript, Senator, and those notes are the original 
notes, which I am handing to the committee. 

Senator Witey. You are an ad libber. 

Mr. Roacu. Well, not exactly, Senator. 

Senator Kreravuver. Those notes will be marked “Exhibit 5.” 

(The material referred to may be found in the files of the subcom- 
mittee. ) 

Senator Kerauver. We thank you for bringing these. Are there 
any of them you want returned, Mr. Roach ? , 

Mr. Parry. I believe Mr. Roach has told me those are the only 
copies of his notes. 


Senator Kerauver. We will have them photostated and return 
them to you. 


It is almost lunch time, but I presume you gentlemen have prepared 
statements, do you not? 

Mr. Roacu. No; I do not. 

Mr. Parry. None of us do. 

Senator Kerauver. While we are on the subject, we had Mr. Cosdon 
and Mr. McDonald and the telephone official here about these calls 
on April 16 or April 18. Will you tell us what your records show in 
connection with those calls or tell us what you recall about them ? 

Mr. Kimpatu. I made a list of the calls as they were enumerated 
here this morning. Ido not recall the call on April 11. 

amas Keravuver. Do you have a record of having received the 
call ? . 

Mr. Kimpatt. So far as I know, I do not. 

Senator Kerauver. Then April 12. 
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Mr. Kimpatt. I received two calls on April 12. 

Senator Krrauver. What time was it in Idaho when you received 
the two calls? 

Mr. Kimpatu. About 7:15 the first one and sometime shortly after 
for the second one. 

Senator Keravuver. What was the subject matter of those calls? 

Mr. Kirupatx. It had to do with the request that had been made 
with respect to inservice dates on Brownlee and Oxbow and the ex- 
penditures which had been made on both. 

Senator Keravver. Just what did Mr. Cosdon say to you and what 
did you say to him? 

Mr. Kraueary. Well, the gist of the conversation was to the effect 
that the request had been received for this information and that it was 
desirable to get the information back to him sometime during the day 
verbally and then to furnish the information by letter. 

Senator Kerauver. Was what they wanted the date you intended 
to complete it? How did the word “intend” get into the letter ? 

Mr. Kiana. Well, we put the word “intent” in the letter ourselves. 
We were asked to write the letter. I don’t recall that anything was 
said by them as—I don’t remember any particular words that they 
used that we actually put in the letter. 

Senator Kerauver. Mr. Kimball, who did he say wanted it and 
how soon did the person want it? Why did they want it? 

Mr. Kraut. He said that Mr. English called either him or Mc- 
Donald—I forget which—and that the call had been received from 
Mr. English and that he wanted it verbally before the close of busi- 
ness hours back here and as to who wanted it, I can’t be sure that I 
recollect that he said who wanted it. 

Senator Keravuver. Did they say a question had been raised that 
the issuance of the certificates depended on this information ? 

Mr. Kirupaut. No, sir; he didn’t say anything about the certificates 
depending upon the information or any words to that effect. He 
merely stated that it was desirable for the information to be made 
available as soon as possible. 

Senator Kerauver. That was at 7:15 in the morning, your time in 
Idaho? 

Mr. Krmpaty. Yes. 

Senator Keravuver. Then what did you do, Mr. Kimball? 

Mr. Krmpauu. Well, I proceeded to go back to the bathroom and 
finish shaving at that point. 

Senator Kerauver. When you got finished shaving, what did 

ou do? 
' Mr. Krvpauy. By that time the telephone had rung again and I 
was talking to Cosdon and McDonald. | 

Senator Kerauver. What was the reason for their next call ? 

Mr. Kimpatu. As well as I remember, to clarify the information 
that had been requested. Specifically as to what that information 
was, I don’t remember. I have heard Mr. Cosdon’s testimony with 
respect to transmission lines and substations. I don’t remember rais- 
ing that question with them. 

Senator Krerauver. You talked 22 minutes during the middle of 
your shave. It should have been enough to clarify everything. 

Mr. Kimpautu. Well, I was rather irked over the second call. 
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Senator Krrauver. Do you have any other recollection about the 

vo call ¢ x 
r. Krwpary. No. 

Senator Kerauver. Then what did you do, Mr. Kimball? 

Mr. Kimpatt. Well, I went down to the office and proceeded to get 
together the information that they requested. ; 

enator Krravver. Did you consult Mr. Parry about the informa- 
tion ? 

Mr. Kimpatu. No. 

Senator Kerauver. Or Mr. Roach? 

Mr. Krmpatu. Yes. 

Senator Krrauver. What did you consult Mr. Roach about? 

Mr. Kimpatu. About the entire letter after the material had been 
developed. ; 

Senator Kerauver. How did you and Mr. Roach reconcile Decem- 
ber 31, 1958, with your previous representations and Mr. Parry’s 
representation that Oxbow would come in in August 1961? Was that 
when you decided to finish it in 1958? 

Mr. Krmpatt. No. 

Senator Kerauver. When did you decide to finish it in 1958? 

Mr. Krvpatxi. That decision had been reached sometime prior to 
that by Mr. Roach. 

Senator Kerauver. How much prior? 

Mr. Krmpatu. The first specific time Mr. Roach mentioned to me 
that the decision had been made was about the time the Supreme Court 
finally handed down its final decision. 

Senator Kerauver. That was April 1, 1957? 

Mr. Kimpatt. That is right. 

Senator Keravuver. On or about that date? 

Mr. Kimpaut. That is right. 

Senator Keravuver. Up to that time the idea had been to bring in 
Oxbow in August 1961 ? 

Mr. Kimpauu. Not necessarily. 

Senator Kreravuver. That was the date you had always put out up 
until that time, wasn’t it ? 

Mr. Krmpaty. That was the date that the license required. 

Senator Krerauver. That was the date Mr. Parry testified about 
before committees up here that it would be finished ? 

Mr. Parry. I did not so testify, Senator. I submit the record that 
I was talking about was a chart with a license date on it; that I made 
no statement as to the construction schedule. I was not asked any 
question on that and made no statement as to the completion date. 

Senator Kerauver. You put a chart in the record showing when 
Oxbow would come in. 

Mr. Parry. I said that the chart was made up showing the dates 
and the FPC license dates. The purport of my testimony was to 
show the need of the Idaho Power Co., that they were out of power. 

Senator Kerauver. What was the purpose of putting the charts in 
the record ? 

Mr. Parry. I just stated it, to show the need of the Idaho Power 
Co. for additional power. For sometime we have been out of power. 
We had been buying it from Utah Power Co. Those contracts were 
expiring and I put in a chart which had been used back in some argu- 
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ments back in: some of. the other proceedings which plotted the plants 
on the schedules provided in the license. I showed that that would 
carry our load and also provide some surpluses even though we built 
them on that schedule. 

Senator Keravver. Mr. Parry, it must haye been relevant or you 
wouldn’t have testified about it and put the charts in the record. 

., Mr. Parry. .As Lsay, Senator, as you so, well know, the record speaks 
the best asto what Isaid. ‘ 

Senator Kerauver. At page 259 of your testimony of March 1956, 
you put into the record a table which listed the scheduled power 
resources used in the general area and there appears the following: 
Brownlee, '360,000* kilowatts, December 1958; Aches. 190,000 kilo- 
watts, August 1961. 

Mr. Parry. That is the chart to which I referred. As I say, it was 
an oid chart that we had used before and I was using it at that time 
since It was available. The lower part, which is crosshatched diag- 
onally from left up to the right, which says, “shown in blue in the 
hearing display,” I had a large chart on an easel there, and that lower 
part is the only power the Idaho Power Co. owns or has available 
to it. 

As you can see, we are out of power now. Then there were indi- 
cated a couple small blocks which said, “shown on yellow on the dis- 
play,” which was the power we could buy from Utah and the only 
power and then the large area which is marked peak deficiency, shown 
as red in the hearing ioe was what I was talking about and was 
showing that as the shortage present. and in the future, which con- 
fronted the Idaho Power Co. 

I commented in passing at some length that we are building Brown- 
Jee and if we build Brownlee and Oxbow at the schedule, and on those 
dates on there from the FPC license, that would carry our load and 
give us some surpluses as shown by the dotted line up above. But 
that was all geared to the FPC license schedule. 

Senator Kerauver. The table is on page 259 and you have the sched- 
uled addition installed, the kilowatts and the date of completion. 

Mr. Parry, The only comment that I find in the reeord—— 

Senator: Kzrauver.. You spoke at length about this chart im your 
testimony. 

Mr. Parry. I certainly did. As I said, again the record is the best 
evidence, but I find on page 252 as I look back the only page or only 
comment on Oxbow is I said: 

As for Oxbow, we are engaged in building, road construction, transmission 
lines and diversion tunnel and construction of the processing plant. The Ox- 
bow plant is the middle of the three planned and the construction scheme is 
to build the large gravel processing plant at that point so that gravel can be 
taken upstream at Brownlee and used at Oxbow and also to be taken downstream 
to the Oxbow site. 

The latter is a clerical error. It is downstream to the Hells Canyon 
site. 

That is the only comment as to any construction schedule as to 
Oxbow. 

Senator Keravuver. You said that on page 257. Accompanying 
it is table 6, a tabulation of the various plants that are contemplated 
coming into existence, starting with McNary in December 1956. 
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Mr. Parry. This table is one that had been prepared by the tech- 
nical committee of the: Northwest governors’ conference. It had 
been previously referred to by a witness from the Bonneville Power 
Administration in the testimony earlier in the hearing and the point 
I was making there was that to even stagger by on the power re- 
quirements of the Northwest, which would postpone a shortage from 
the winter season coming up to a later season, they had been counting 
on our project coming in‘on the dates provided in the FPC license. 
This was a table prepared by other people. It portrayed the power 
situation in the Northwest, showed that our plants must come in at 
least by that time. 

Senator Kerauver, You refer to what is contained in the Interior 
report by the Bonneville Administration. 

Mr. Parry. Yes. They were using the same figures and I was try- 
ing to help tie them together. 

Senator Kerauver. I know Senator Wiley wants to be here while 
you gentlemen testify so when we recess now, we will return at 2:15, 

While some of these telephone people are here, but before you 
leave, Mr. Kimball, you didn’t get to April 16 or 18 or whatever those 
dates were. Did you get calls on those dates ? 

Mr. Krupa. The next call that I recollect was on the 18th. 

Senator Kerauver. Do you recall a call on the 16th ? 

Mr. Kinpatt. No.T do not. 

Senator Kerauver. How many calls do you think you got on the 
18th ? 

Mr. Kimpaui. Two. 

Senator Keravuver. Did you make any record or memorandum about 
the dates of the calls to which you refer ? 

Mr. Krupa. No. 

Senator Kerauver. You wouldn’t dispute the record of the tele- 
phone company, would you? 

Mr. Kimpau. In this case, I would have to; yes, sir, because the 
calls were very similar to the ones before, at least as far as the first 
one was concerned, as far as time. 

Senator Kerauver. The call on the 16th was in the afternoon, ac- 
cording to the record here and according to the 

Mr. Kimpaui. I would have no basis on which to either dispute that 
call because I don’t remember receiving the call. It is pain | possible 

e 


I did get a call on the 16th. I don’t know. I have no recollection of 
it. 





Senator Kerauver. This is a very important matter, Mr. Kimball. 
On the 16th, in the afternoon, the young lady in the office here in 
Washington put it on her memorandum that on the 16th there was 
a call and the company records show it. This was a matter of much 
importance to you and you should recall that. 

Mr. Kraparu. The call could have been about something, Senator, 
that was of little importance. 

Senator Kerauver. The call took 6 minutes, What else would you 
be getting a call about on the 16th? 

Mr. Kimpatt. I have no idea. 

Senator Kerauver. You mean to tell me you just don’t know, that 
there wasn’t any call on the 17th, apparently? This was the main 
effort that the Washington office was engaged in at that time, wasn’t 
it—tax amortization for your company / 
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Mr. Kirmpatu. Yes. 

Senator Keravver. They wouldn’t have had anything else to call 
you about, would they, at that time? 

Mr. Krupa. I don’t know. 

Senator Keravuver. Very well, we will stand in recess until 2:15. 

(Whereupon, at 12:35 p. m., the committee recessed, to reconvene 
at 2:15 p.m.) 

AFTERNOON SESSION 


Senator Kerauver. I want to announce to those present that we 
have a live quorum preceding a vote on an amendment, so that we will 
have to stand in recess for a few minutes until we can vote on this 
amendment, and we will be back as quickly as possible. 

( Recess, 2: 25 to 2: 50 p.m.) 

Senator Keravuver. Mr. Roach and Mr. Kimball and Mr. Parry, will 
you come back with us? 

Senator Wiley and Senator Carroll and perhaps other Senators will 
be here shortly, and we will proceed. 

When we recessed before lunch, Mr. Kimball testified, as I remem- 
ber, that he thought that Mr. Roach of the Idaho Power Co. had 
decided to complete Oxbow by December 31, 1958, very shortly after 
the Supreme Court decision of April 1, 1957. Do you want to go 
on from there, Mr. Roach? Just when did you decide to complete 
Oxbow by December 31, 1958? 

Mr. Parry. If I might please make a comment, I believe just before 
that there was some discussion of Mr. Kimball about this phone call 
on the 16th. During the noon hour Mr. Kimball has been rackin 
his brain, and I thought it might be orderly if he could make Saal 
comments as he would like to take on that. 

Senator Kerauver. Very well, Mr. Kimball. We will be glad to 
have your comment. 

Mr. Kraparu. I remember two subjects on which I received tele- 
phone calls from either Mr. Cosdon or Mr. McDonald, or both of 
them. One had to do with the matter of the Byrd bill, which could 
possibly eliminate or could have possibly eliminated the issuance of 
the certificates to Idaho Power. 

Senator Kerauver. Do you think that was the April 11 call ? 

Mr. Kripa. I am not in a position to say that I know for sure 
that it was the April 11 call, but I do remember that particular con- 
versation. 

, Senator Keravver. Did you discuss the Byrd bill on that occa- 
s10n ¢ 

Mr. Krupa. No; it was merely a matter of information, as I 
recall, that Mr. Cosdon gave me on the telephone, that brought very 
little in the way of comment from me because there was nothing we 
could do about it. 

Senator Keravver. Mr. McDonald’s memorandum to Mr. Cosdon 
about the Byrd bill, which he wrote in his own handwriting, was on 
April 11. That is the reason I thought that might have been the 
call on April 11. He told you about the Byrd bill, that the Byrd 


bill, if passed, would knock out your certificates. Is that the subject 
of the conversation ? 
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Mr. Kimpatu. As well as I remember the conversation, I mean, it 
had something to do with the fact that if whatever it was that Senator 
Byrd was working on took effect that it could have an adverse effect 
on the certificates. 

Senator Keravver. What did you tell Mr. Cosdon ? 

Mr. Kimpatu. Merely that I didn’t know of any particular thing, 
as far as we were concerned, that could be done about that. I mean, 
if the bill became law or whatever it was became effective and elim- 
inated the possibility of the issuance of the certificates, why, that 
was done. 

Senator Kerauver. Did you tell him to speed up the effort to get 
the certificates ¢ 

Mr. Kratt. No, not that I remember. 

Senator Keravver. All right, sir. 

Do you have any other remembrance about the telephone call? 

Mr. ‘ Then following the mailing of the letter to Mr. 
English on the 12th there was a subsequent telephone call to the 
effect that the letter had been received, and that call came from either 
Mr. McDonald or Mr. Cosdon, or both of them on the line at the same 
time, and I would presume that that must have been the call on the 
16th. 

Senator Kerauver. The record shows, I believe, that the letter 
was received on the 14th or 15th, and was delivered to ODM on the 
15th. 

Mr. Krupatu. The 14th is a Sunday, the 15th is a Monday, and 
the 16th is a Tuesday. 

Senator Kerauver. I think they said it probably came in on a 
Saturday, which would be the 13th, was taken over to Interior— 
this was over the weekend—taken over to Interior on Monday morn- 
ing, the 15th, and delivered to ODM on the 15th. 

"ie Kuwparu. Well, I remember very well the subject matter of 
those two telephone calls. 

Senator Kerauver. Since we recessed, have you checked your rec- 
ords about the 16th call? 

Mr. Kiweatt. No; I haven’t. We didn’t get back. 

Senator Keravver. All right. Is there anything else about the 
telephone call? 

Mr. Kia. No, sir. 

‘Senator Kerauver. Very well, then, Mr. Roach, we will revert to 
ou. 
I surmised a few minutes ago that Mr. Kimball had said he 
thought you and Idaho Power decided to complete the Oxbow Dam 
by December 31, 1958, on or about the time of the Supreme Court 
decision on April 1, 1957. Will you tell us whether that was cor- 
rect or not? 

Mr. Roacu. That is correct, Senator. 

Senator Kerauver. Can you tell us the date you decided to com- 
plete the dam? 

Mr. Roacu. No; I can’t tell you the exact date, Senator, but it was 
within 2 or 3 or 4 days after that. 

Senator Keravver. Prior to that time, Mr. Roach, what was the 
completion date scheduled ? 

r. Roacu. Well, we didn’t have any concrete completion sched- 
ule date, Senator Kefauver. It had always been the plan to work 
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out construction of Oxbow on a schedule that would tie in with and 
follow our Brownlee construction program in an endeavor to make 
the most effective and the most intelligent use of the equipment and 
the manpower we had down there on the job. 

Senator Keravuver. You had set forth in your application for the 
license to the Federal Power Commission that you expected to have 
it in operation or completed by August 1951. That is contained 
in other tables and other data that has come to the attention of the 
committee. Was that the tentative date or the date that you had 
planned to complete Oxbow ? 

Mr. Parry. Could I interrupt just to correct the record? Our 
application for license, which was filed ’way back in 1950, didn’t say 
anything about that date. The dates were put into the license by the 
Federal Power Commission when it was issued. I just don’t want 
to get the application and the license'confused. 

nator Kreravver. All right, in the records of the Federal Power 
Commission, and, of course, I know the applications were revised 
from time to time. 

Mr. Parry. They have been pending a long time. 

Senator Kerauver. Was that the tentative date that you had on 
it, Mr. Roach ? 

Mr. Roacu. Finish in 1951? 

Senator Kerauver. Yes. 

Mr. Roacu. No, Senator. In our presentation to the Federal 
Power Commission we said we were prepared and would build all of 
the projects in conformity with the load requirements of our own 
system and that of Northwest Pacific power pool; we would build 
them consecutively as the load conditions demanded, or if emergency 
conditions arose which demanded all 8 of them being built, not 
simultaneously but practically so, we could do the job in 38 months, 
as I recall the testimony. 

Senator Kerauver. But in any event the dates given you by the 
Federal Power Commission were Oxbow, August 1961 ? 

Mr. Roacu. In our Federal Power Commission license, which as I 
remember the date was granted on August 4, 1955, and the drawings 
approved in November, I believe, the Federal Power Commission 
itself laid out the specification which said, if my memory serves me 
right, that Brownlee should be started within 1 year following the 
license and completed in 3 years, Oxbow started in 4 years and com- 
pleted in 2 years, and Hells Canyon started in 6 years and completed 
in 3:. Those were the limitations set down in the license. It had 
no relationship at all as to what our plans might have been at the 
moment, or would as changing conditions demand be in the future. 

Senator Kerauver. At the time you received your license, when 
was it your plan to complete Oxbow, Mr. Roach ? 

Mr. Roacu. Well, our plan: was to complete Oxbow some.time 
within a reasonable period after Brownlee was brought onto the 
line. 

Senator Kerauver. You wanted to shift your workmen and your 
material and so forth from one to the other, and you thought that 
would be more economical, is that right ? 

Mr. Roacu. That is right. 

Senator: Kerauver. It would be more economical to do it that.way, 
Ltake it ? ' 
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Mr. Roaca. It would. 

Senator Kerauver. So if you had done it that way, about when do 
you think Oxbow would have come in ¢ 

Mr. Roacu. Well, I suspect Oxbow might have come in along 
toward the end of 1959 or the early part of 1960. 

Senator Keravuver. Then you changed your mind as to the com- 
pletion date of Oxbow on or about April 1 or after the Supreme Court 
decision; you changed your mind as to the completion date; is that 
correct ¢ 

Mr. Roacu. That is correct. 

Senator Keravuver. What was the reason you changed your mind? 

Mr, Roacu. The changing conditions of the Pacific Northwest 
power pool, Senator. 

Senator Krravver. What change is that you are referring to! 

Mr. Roacu. Well, there appeared to be situations developing which 
were not going to permit some of the contemplated projects other 
than our own to be brought into being on the schedules originally 
set forth for them. Among those projects were the Mountain Sheep 
and Pleasant Valley projects, which were sponsored by Pacific North- 
west. Power Co. on which Federal Power Commission hearings had 
been held. It began to be quite evident early in the year that those 
people might very well be faced with the same difficulties, with the 
same obstacles, with the same opposition that we have been through. 

Senator Krerauver. Mr. Roach, you had already started, I believe 
you contend, the building of Oxbow prior to the Supreme Court 
decision ? 

Mr. Roacu. We had intended—we were doing the preliminary 
work down there. 

Senator Kerauver. Then what did the Supreme Court decision 
have to do with it? 

Mr. Roacu. The Supreme Court decision ? *& 

Senator Kreravuver. Yes, 

Mr. Roacu. The Supreme Court decision cleared the way, Senator 
Kefauver, so that we were assured we could move ahead under the 
terms of the license and that any moneys we were investing in the 
projects would be money that would be safely invested, which is the 
comfort we didn’t enjoy prior to the receipt of the Supreme Court 
decision. 

Senator Kerauver. Mr. Roach, didn’t the goal of the ODM. re- 
quirement of December 31, 1958, to validate the certificate play an 
important part in the change of your plans with reference to the 
completion date of Oxbow ? 

Mr. Roacu. Senator, we had no information as to what the de- 
cision might be with respect to our ODM application at the time we 
made our decision. We had been hopeful continuously that because 
our applications fully met the criteria, the ODM requirement, and 
because there were being issued certificates without any exceptions, so 
far as I know, to all applicants who met the conditions of the goal, 
we were hopeful that we ultimately would get our ODM license. 

Senator Kerauver. You knew that December 31; 1958, was. the 
criterion that had to be met? 

Mr. Roacn. Absolutely. 

Senator Keravuver. So that you had that called to your attention 
in a telephone conversation with Mr. Cosdon when he had talked 
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with Mr. English, and you had to change your plans to have the dams 
completed by that date if you were going to get the certificate. You 
knew that. . ; 

I am sorry that we have to interrupt again. They are voting on 
the floor on final passage of a bill, and Mr. Chumbris has told me 
that somebody has made an objection to our sitting. In any event, 
we will be back in a very few minutes. I am terribly sorry that this 
procedure is necessary. 

Sree 2: 55-3: 30.) 

nator Keravuver. The committee will come to order. 

I have just ascertained that Senator Dirksen wants to be here to 
hear Mr. Roach, Mr. Kimball and Mr. Parry testify and has entered 
an objection to the committee sitting this afternoon while the Senate 
is in session. I know that this works an inconvenience on the wit- 
nesses who are here, but we have no alternative in the matter. 

The committee has had plans for a considerable time to have hear- 
ings tomorrow in connection with the oil problem and MEEC, at 
which Senator O’Mahoney will preside. It will take place in the 
morning and afternoon. So that apparently the earliest we can get 
back to this hearing will be Thursday morning, and in order to get 
as much time in as possible before some other conflict arises we are 
going to meet at 9:30 on Thursday morning. 

Before you gentlemen leave, let me ask if you can get records 
which would be helpful to us. You have furnished us with the work- 
sheet showing the completion date of the work schedule of these two 
en and the Oxbow project. The last worksheet is dated May 31, 
1957. The last Brownlee project is dated January 25, 1957. If it is 
possible for you to get for us copies of the previous worksheets be- 
fore these last ones, we would like to have an opportunity of examin- 
ing them. 

Exhibit 1, the photostatic copy of the stock transfers between 
April 1 and May 15, I have not had a chance of examining myself, 
but I am advised that practically all of the transfers—or the larger 
blocks—are shown to be in the stock brokerage firms, like Lehman 
Bros. and Kidder, Peabody. What we wanted on these were the 
actual owners, the beneficial owners of the shares of stock. I take it 
eventually stock was issued by your company to the owners for whom 
these investment firms or these stock brokerage firms purchased the 
stock. I wonder if it wouldn’t be possible for you to get that for us. 

Mr. Parry. That is our complete record, Mr. Chairman, and that 
is all the corporation ever knows. Now, if any of those companies 
whom you mentioned would at some subsequent date make a transfer, 
why, it would show up exactly the same way. We have nothing any 
more or any different than that record. 

Senator AUVER. I have owned some stock on margin, thin mar- 
gin at that. 

Mr. Roacx. Idaho Power, Senator? 

Senator Kerauver. No, I didn’t get any of that. I have received 
proxy notices and so forth directly from the companies even though 
the stock would be held by some stock brokerage firm. I thought 
that the actual beneficial owner was listed. 

Mr. Parry. That is our only and complete record we have. 
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Senator Kerauver. That means that we will have to get the in- 
formation from these stock brokerage concerns and investment houses. 
You do not have it? 

Mr. Roacu. No, we don’t, Senator. 

Mr. Parry. We neither have it nor have any way of getting it 
that I know of. 

Senator Kerauver. You mean your dividends are paid to Lehman 
Bros. or Merrill Lynch, Pierce, Fenner & Beane, or to Kidder, Pea- 


= 
r. Parry. That is right. 
Senator Kerauver. That is all I have. 
I regret the situation that has developed, but nothing can be done 
about it. So we will stand in recess until Thursday at 9:30. 
(Whereupon, at 3:40 p. m., the hearing recessed to reconvene at 
9:30 a. m., Thursday, June 13, 1957.) 


h 
(Reproductions of the following advertisements were placed in 
the record.) 
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